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Profile

Chugai Pharmaceutical aims to transform itself into a company that creates value globally.
To this end, the Company has focused on strengthening its prescription pharmaceutical
business —its core business activity, establishing a position as a feading company in
biotechnology, and enhancing its business platform to engage in the pharmaceutical
business on a global scale.

In pursuit of these aims, Chugai Pharmaceutical signed an agreement in December 2001
to enter into a strategic alliance with F. Hoffmann-La Roche Ltd. Following shareholders’
approval in June 2002, Chugai Pharmaceutical merged with Nippon Roche K.K. in October
2002 and made a fresh start as “new Chugai.” Shortly beforehand, the Company’s shares in
Gen-Probe Incorporated were distributed to Chugai Pharmaceutical shareholders and Chugai
Diagnostics Science Co., Ltd. was sold, completing the Company’s withdrawal from the
non-core diagnostics business.

In addition, the Company withdrew from the agrichemical and medical device businesses
in fiscal years ended March 2002 and 2003 respectively, in order to increase focus on the
Company’s selected business areas and reallocate management resources.

A Through these measures the Company has further strengthened management resources
in its core business and has enhanced its global business platform.
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Financial Highlights

Chugai Pharmaceutical Co., Ltd. and consolidated subsidiaries

Nine months ended December 31, 2003, Years ended March 31, 2003, 2002

Thousands of

U.S. dollars
Millions of yen (Note)
(Except as otherwise specified) (Except as otherwise specified)
2003/12 2003/3 2002/3 2003/12
For the year:
Netsales . .. ..o i ¥ 232,748 ¥ 237,391 ¥ 211,705 $ 2,175,215
Prescription pharmaceuticals .. .................. 218,157 217,476 165,139 2,038,850
Nonprescription products .. .................... 14,590 19,914 22,877 136,355
Operating income .........ooiiiiiiiinnnn 42,719 30,317 26,709 399,243
Netincome (loss) . ....... i 28,446 (20,13%) 14,598 265,850
Research and development expenses .............. 43,525 48,511 47,845 406,776
At year-end:
Total assets . ... ¥ 405,197 ¥ 425,301 ¥ 349,226 $ 3,786,888
Total shareholders’ equity ................. .. ... 296,717 277,254 200,779 2,773,056
Interest-bearingdebes ... oL 10,761 12,108 70,093 100,570
Amounts per share (Yen, U.S. dollars):
Net income (loss) -basic- . ...................... ¥ 5173 ¥ (51.75) ¥ 5793 $ 0.48
Net income (loss) -fully diluted- ................. 50.94 — 49.09 0.48
Cashdividends ......... ... ... .. .. ... ... ... 13.00 16.00 16.00 0.12
Shareholders equicy ......... .. ... oo oL 542.96 503.41 796.67 5.07
Number of outstanding shares ... ........... ... .. 550,691,219 550,633,518 252,068,564
Ratios:
Operating income to netsales (%) ................ 18.4 12.8 12.6
ROE (%)% .. 2.9 (8.3) 7.5
Total shareholders’ equity to total assets (%) ........ 73.2 65.2 57.5
Debt-to-equity ratio (%) ... 3.6 4.4 34.9
Interest coverage ratio (Times)™ ... ... ... ... 79.4 78.7 53.0
Research and development expenses to net sales (%) . . 18.7 20.4 22.6
Number of employees ................. ... ..., 5,680 5,774 4,964

Note: The U.S. dollar amounts have been translated from Japanese yen at the rate of ¥107 to US$1.00, the exchange rate prevailing on December 31, 2003.
Figures are not fully comparable due to the merger with Nippon Roche, the spin-off of Gen-Probe and the sale of Chugai Diagnostics Science in the fiscal
year ended March 2003, as well as the change in fiscal year-end in the year ended December 2003.
* ROE=Ner income/Total shareholders' equity (yeatly average) x 100
**Interest coverage ratio=(Operating income+Interest and dividend income)/Interest expenses




Dear Sharehoiders and
Investors

Over a year has now passed since Chugai
became a member of the Roche Group, and
in that time we have seen our relationship of
trust with Roche go from strength to strength,
and the smooth shift to a new system following

our merger with Nippon Roche.
Accompanying this, we are now beginning to
see the benefits of the alliance. With the
pharmaceutical industry currently going
through some drastic changes, we must
constantly be on the lookout for new
approaches. As the new Chugai, our goal is
“to become a top Japanese pharmaceutical
company by providing a continuous flow of
innovative new medicines domestically and”
internationally.” With this goal in mind, we will
redouble our efforts to build the most appropri-
ate operating system while making maximum

use of the alliance.

Chugai’s Future Direction within the Pharmaceutical Industry
Facing Tougher Challenges

The environment surrounding pharmaceutical companies is now undergoing profound
changes, including revisions to the medical care system, a shift to borderless markets,
and scientific and technological innovations.

In April 2004, the government imposed revisions to the reimbursement of medical
fees. This resulted in an average 4.2% reduction in drug prices for the industry as a
whole. In the domestic market, growth is leveling off as the rise in demand from the
aging population is offset by policies to suppress medical expenses through repeated
drug price reductions and by the more extensive coverage of the prospective flat-sum
payment system. As you can see, the environment in which we operate continues to
present constant challenges. Globalization is one means of ensuring growth in the midst
of such an environment and is becoming more important.

In addition, due to the dramatic progress being made in life-science following the
completion of the human genome code sequencing, there is now fierce global competi-
tion among companies to develop drugs with new mechanisms, as well as medications
for ilinesses for which, up until now, there has been no effective treatment. As a result,




we are now faced with globally elevating costs in research and development requiring
us 10 achieve greater efficiency in all areas: R&D, marketing, production, and distribution
to ensure continued growtn.

As CEOQO, the greatest task | face is mapping out a sound growth strategy for the
Company by building the most appropriate operating system whilst ascertaining the
direction in which changes are occurring to the medical system.

The Alliance

The decision to form a strategic alliance with F. Heffmann-La Roche Ltd. (Roche) was
also made with this iIn mind and represents a most important development in Chugai’s
history. Although our global development was temporarily delayed, through the
unprecedented alliance with Roche, we have paved the way for global development to
advance in the fields in which we excel, and this includes biopharmaceuticals. Roche is
the forerunner in a wide variety of bio-related fields ranging from R&D platforms in
genomics to production technology for biopharmaceutical products. Genentech in the
U.S., and a member of the Roche Group, is one of the world's leading companies in the
develcpment of biopharmaceutical products. When Chugal, one of the top Japanese
biopharmaceutical companies, joined the Roche Group, a tripartite cooperative system
was forged between Japan, the U.S., and Europe for the future development and
production of large molecule biotechnology compounds, including antibody drugs now
possible through post-genome drug discovery.

Looking back on the Period Ended December 2003
(April 1, 2003 - December 31, 2003)

Due to the change in fiscal year-end, the fiscal year ended December 2003 was for the
nine-month period from April to December 2003, and we were able to post sales in line
with our plan, at 232.7 billion yen. On the operating income side, the ratio of cost of sales
to net sales rose from the greater percentage of Roche products that were included in
our sales, and license fee payments were posted to research and development expenses
as a result of in-licensing two Roche compounds. However, the recrganization of plants
and laboratories, ongoing since the merger with Nippon Roche, progressed according to
plan, and in addition, large-scale reductions were made in our overall expenses. As a
result, we managed to achieve an operating income of 42.7 billion yen, with the operating
income margin showing significant improvement, rising from 12.8% to 18.4%.

A 3.3 billion yen milestone revenue based on our licensing contract with Roche for
the joint development and sales promotion of the antibody drug, MRA, was posted as
other income, and, as a result, our nst income for the fiscal year under review reached
28.4 billion yen. We decided to pay a dividend of 13 yen per share, which is 17.33 yen
per share when calculated on a yearly basis and exceeds the level of the previous fiscal
year of 16 yen per share.

If we analyze sales by business, sales of prescription pharmaceuticals, which accounted
for 93.7% of total sales, amounted to 218.2 billion ven; a figure above expectation.
There were some products, however, for which sales fell short of the plan as the start of
a 30% co-payment rate for medical insurance, effective as of April, saw fewer people
undergoing medical examinations. Nevertheless, Epogin®, an agent for the treatment of
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anemia associated with end-stage renal disease, reported brisk sales and the anti-tumor
drugs Rituxan® and Herceptin® saw strong growth. Two new products also contributed
to sales: Xeloda® for the treatment of breast cancer and Renagel®, the hyperphosphatemia
treatment, both of which were launched in June 2003.

On the other hand, locking at nonprescription products (over-the-counter, “O7C”,
drugs), although sales of Guronsan® brands (nutritional supplement drinks) were goad,
sales of the household insecticide Varsan® fell markedly due to the cool summer and as a
result, sales of OTC drugs amounted to only 14.6 billion yen. While this business continues
to struggle amid a harsh environment, through the closure and divestiture of nutritional
supplement drink plants conducted in the fiscal years ended March and December
2003, the outsourcing of the drink manufacturing, and the transfer of about 90 personnel
out of 280 at our healthcare company to the other divisions, we believe we have success-
fully established the foundation for maintaining a stable profit from now on.

Looking to changes to our balance sheets, total assets declined by 4.7% compared
with the end of the previous fiscal year, owing to the payment of income taxes payable
related to the spin-off of Gen-Probe Incorporated. On the other hand, liabilities were
reduced by 26.5% as a result of the repayment of debt. Consequently, our shareholders’
equity ratio rose from 65.2% to 73.2%.

In addition, we repurchased 4,300,000 shares of our own stock (of this, 231,000
shares worth of stock options were given to directors and key employees.) | am confi-
dent that this stock repurchase will result in higher value for shareholders by improving
supply-and-demand for stock with a reduction in the number of cutstanding shares and
increasing motivation of our directors and employees.

As for our relationship with the Roche Group, we have been deepening our mutual
understanding and strengthening our cooperative system through the regular mestings
of six joint commiittees, including the Management Committee. During the fiscal year
under review, there were a number of events that made us feel that the alliance is having
an effect; specifically, the start of the global joint development of the antibody drug MRA,
research collaboration related to small molecular synthetic compounds, technological
cooperation related to the production facilities for antibody drugs, and the introduction
from Roche of two antibody drugs in the field of oncology (R435 and R1273).

Chugai’s Envisioned Future

Chugai’s Mission Statement (excerpt)

Mission

Chugai’s mission is to dedicate itself to adding exceptional value through the creation
of innovative medical products and services for the benefit of the medical community
and human health around the world.

Envisioned Future

As a most important member of the Roche Group, we aim to become a top Japanese
pharmaceutical company by providing a continuous flow of innovative new medicines
LdomesticaHy and internationally.

At the time of our merger with Nippon Roche in October 2002, we drew up our mission
statement as the new Chugai, in which we stated our ideas for an “envisioned future,” “As a




most important member of the Roche Group, we aim to become a top Japanese pharma-
ceutical company by providing a continuous flow of innovative new medicines domestically
and internationally.”

By maximizing the resources of the Roche Group network, we aim to globally develop
innovative new medicines, and simuftaneously help position the group as one of the top in
the world in the field of biopharmaceuticals, the area in which it now excels. At the same
time, we will promote alliances with venture businesses and academia on a global basis.

Here in Japan, in order to enhance our market presence as a top pharmaceutical
company, we are focusing on achieving a growth rate that greatly exceeds that of the market
through the continuous launch of promising new medicines. In the fiscal year ended
December 2003, Chugai launched three new products and ranked fourth in terms of sales
on the Japanese market for prescription pharmaceuticals. We currently have 22 compounds
in our development pipeline, a number which parallels that of other top Japanese
pharmaceutical companies. We also have seven applications (including indication expan-
sions) waiting for approval, and expect a continuous flow of new drugs to be introduced
both from our own research efforts and Roche’s pipeline.

Issues Currently Facing Chugai

In order to realize our “envisioned future,” we set three targets for the fiscal year ending
December 2005 as shown below. For the time being, it will be ‘full steam ahead' here at
Chugai to achieve these targets.

Targets for the fiscal year ending December 2005:
(1) Sales of 315 billion yen, and an operating income margin of 20%

(2) Gain the leading position in the fields of oncology, renal diseases,
and bone and joint diseases

(3) Early realization of the win-win relationship with the Roche Group
(Ensure the success of Roche's products in Japan through Chugai, and establish the
foundations for global development of Chugai’s products using Roche'’s business
infrastructure)

To achieve these targets, we intend to focus on (a) the promotion of growth of existing
products and the assurance of the early market penetration of new products (Xeloda®
for oncology, Renagel® for renal disease area, and Pegasys® for the treatment of chronic
hepatitis C, all of which were marketed in the fiscal year ended December 2003, and for
bone and joint diseases, Evista™, a treatment for post-menopausal osteoporosis that is
scheduled to be launched in May 2004), (b) the implementation of further cost reduc-
tions and rationalization, and (c) the acceleration of global development and sales pro-
motion of MRA.

MRA is attracting a lot of attention as the first antibody drug originated in Japan. It is
also the first joint development project between Chugai and Roche, and we are strongly
committed to accelerating its giobal development. Its expected indication is for
rheumatoid arthritis and other immune system abnormalities as well as inflammatory
diseases, such as Castleman’s disease and juveniie idiopathic arthritis. It is said that
there are an estimated 4-5 million rheumatoid arthritis patients in Japan, Europe and the
U.S., and we intend to position MRA as an important strategic product that will add
momentum to our drive towards globalization.
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Further Strengthening of Our Management System

On October 1, 2003, we revamped our organization in order to complete the introduction
of the new system and promote efficiency in management. Previously, our organization
featured a CEQ Office that acted between the CEQO and divisional headguarters.
However, with the organizational revision, the CEO Office was abolished and the following
three control headquarters—Research & Development Group, Technology & Production
Group, and Sales & Marketing Group—were set in place to serve as coordinators
between top management and related divisions; a decision which | think has now resulted
in speedier and more efficient decision-making. In addition, in order 1o increase motivation
among our management teams, this fiscal year Chugai provided stock options to internal
directors and key employees. We are also investigating the possibility of expanding the
stock opticn system to include regular employees in the future.

To strengthen our corporate governance and compliance activities, an independent
auditing team was newly inaugurated in the fiscal year under review with the specialized
role of providing support to the audit function for all-round improved corporate governance.
We also combined our Corporate Ethics Department with the Environmental Affairs
Section of the General Affairs Department to form the Corporate Social Responsibility
Promoticn Department to raise the level of compliance from the perspective of Corporate
Social Responsibility (CSR). From now on, we will centinue to work to further strengthen
our system with the aim of ensuring efficient and highly transparent management that is
expected of a global company.

In closing, | wish to thank all of Chugai’s shareholders and investors for yvour understanding
and cooperation during fiscal year ended December 2003, in light of the many changes
that occurred within the Company with the shift to the new system, such as the fiscal
year irregularly being nine months.

The fiscal year ending December 2004 will be our first fult year as the new Chugai.
Although we anticipate a tough business environment, we will do our utmost to produce
results that will be satisfactory to every one of you, and hope that Chugai’'s management
can count on your continued understanding and support.

March 2004

@PSiuny

Osamu Nagayama
Chairman, President and CEQ
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Chugai and Roche, a ‘Win-Win’ Alliance
Chugai aims to establish a long-term 'win-win’
relationship with Roche by contributing to
promote and increase the value of the Roche
Group yet also maintain most of its own unigue
characteristics through autonomous manage-
ment. Chugai’s most important contribution will
be the marketing of new drugs in Japan that are
introduced by Roche whilst also supplying the
world with new drugs of its own creation and
raising its own corporate value.

The foundations for realizing this ‘win-win’
relationship are already in place. Through the
alliance, Chugai has established a research and
development base with superior international
competitiveness. Moreover, through employing
targeted financial strategies, it has been able to
expand its capital, stabilize its earnings base, and
significantly reduce business risk. In marketing, in
addition to maintaining the right to independently
develop its overseas business, Chugai will be
able to make use of the Roche Group network
based on discussions with Roche as nesded.

On the other hand, the Roche Group has
also benefited through this alliance, greatly
strengthening its business base in Japan, the
second largest pharmaceutical market in the
world. In 2003, Roche's prescription medicines
sales in Japan accounted for 16% of its overall
sales; this is up from 6% in 2001. The new
Chugai is ranked fourth in terms of sales of phar-
maceutical products on the Japanese market (in
the fiscat year ended December 2003) and holds
a 4.1% share.

Points of Agreement in the Alliance with Roche:

1. Capital
Chugai merges with Nippon Roche, forming the “new” Chugai.
Roche becomes Chugai’s majority shareholder (50.1%).

2. Business
Chugal has first refusal rights to develop and market Roche
products in Japan.
In cases where Chugai determines that it needs a partner,
Roche has first refusal rights to develop and market Chugai
products outside of Japan and South Korea.

3. Management
Roche guarantees that Chugai maintains management
autonomy (including all functions of research, development,
production, and marketing) and its stock remains listed in
Japan.

Outline of Roche

Company name: Roche Holding Ltd. (Basel, Switzerland)
Chairman and CEOQ:  Dr. Franz B. Humer
Sales: 29 Bil. Swiss francs (FY2003)

(Continuing business basis)

R&D expenditure: 4.7 Bil. Swiss francs (FY2003)

Main business: Pharmaceuticals (74%), diagnostics (26%)

R&D focus on seven therapeutic area:
Oncology, metabolic disorders, virology,
cardiovascular diseases, urclogy,
central nervous system,
and inflammatory diseases

Top-selling products:  MabThera/Rituxan, NeoRecormon,
Rocephin, CellCept, Herceptin,
Pegasys - Copegus, Xeloda
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O Chugai and Roche, a Comparison of Strategic Therapeutic Fields
(Prescription medicines 2003-Percentage of net sales)
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O Chugai and Roche, R&D Platforms

o Genomic research

o Informatics

o Biopharmaceuticals

o Therapeutic antibodies
o Protein production

o Biopharmaceuticals

o Antibody technology

e Transgenic technology
< Vitamin D derivatives

° Protein production

Collaboration

il

e Information and technology exchange
¢ Efficient resource usage
e Cooperation in protein production

® Collaboration in target identification
and biopharmaceutical development projects

To realize the relationship, it is necessary to
maximize synergies with Roche and in those
areas where the two companies are able to
complement each other.

Research & Development |n addition to being
two companies dedicated to R&D, Roche and
Chugai share the common goal of making active
use of biotechnology, and in terms of research
resources and platforms, there are many areas in
which they can hope to achieve synergies and
complement each other’s strengths. Some syner-
gies are already being realized through the joint
global development of MRA, the companies’ first
joint project, and collaboration in research related
to small molecular synthetic compounds.

Marketing Chugai’s five strategic fields of
oncology, renal diseases, bone and joint diseases,
cardiovascular diseases, and transplant,
immunology and infectious diseases largely
match those of Roche (see chart), therefore,
Chugai can expect synergies concerning comple-
mentary products within the same field or in relat-
ed fields.

Production & Technology In the area of
antibody drugs in particular, where development
is likely to accelerate, there is concern about a
global shortage of production facilities sometime
in the future. However, as huge capital is required
to construct the facilities, and as technology is
rapidly advancing, it is difficult to predict the
direction for investment.

At present, Chugai is in the midst of con-
structing Japan's largest antibody production
facilities. By combining these with those presently
owned by Roche and Genentech, we can form a
global tripartite relaticnship, with the group
possessing one of the world's too production
capacities. Chugai intends to continue responding
to the ever changing market needs and work in
close collaboration with its partners.




Progress Being Made with Synergies

from the Alliance

Up to now, Chugai has been working towards
realizing synergies in three areas: Sales, Cost, and
Research and Development. As a result, some
synergies are gradually now being generated.

1. Sales Synergy

(Improvements to Sales Productivity)

As the product line-up expanded with the merger
with Nippon Roche, Chugai’'s position further
strengthened in the field of bone and joint dis-
eases, as well as in the field of renal diseases, in
which it has been number one in Japan, both in
terms of sales and market share. In the field of
oncaology it rose from the number nine to the
number two rank (as of December 2003), and
maintained competitiveness in Chugai's strategic
fields. Moreover, synergies are expanding within
fields—for example, in oncology there are more
combinations of anti-tumor drugs and supportive
cancer treatments*—and Chugai is now able to
cover a broader range of patient needs.

* Supportive cancer treatments are compounds that prevent

and/or control the emergence of side effects from chemother-
apy and improve the patient’s quality of life.

Chugai has 1,400 Medical Representatives (MRs),
which is on a par with the number of MRs of
other top-ranked pharmaceutical companies
within Japan. At the time of the merger, the
company adopted a hybrid marketing system,
combining the area marketing system, which

operates by region, with the marketing system
based on specialization in particular therapeutic
fields. The 80 or so MRs who specialize in particular
therapeutic fields are called “Sci-Ver MRs” (or
scientific verifying MRs), and are assigned to one
of Chugai’s five strategic fields. As well as
responding to demand for sophisticated special-
ization in detailing, they have the invaluable role of
linking clinical and academic practices, presenting
researchers with scientific data to support
‘evidence-based medicine’ (EBM) and providing
feedback to medical practitioners.

A year after the merger, the new system is in
full swing, and Chugai is committed to achieving
further improvement in productivity.

2. Cost Synergy

The planned recrganization of facilities that began
at the time of the merger with Nippon Roche was
completed in December 2003. In addition, as a
result of adequate hiring and natural attrition, the
number of employees on a non-consolidated
basis fell from 5,208 (pre-merger total of the two
companies) to 4,877 at the new company in
December 2003. Moreover, Chugai plans to cut
its workforce to 4,700 employees by the year
ending December 2005. The selling, general and
administrative expense (exciuding R&D expenses)
ratio has alsc declined from 34.1% to 27.0% due
to increased efficiency.

O Cost Synergies
Pre-Merger

Re-organization of facilities Chugai Nippon Roche Total  As of Dec. 31, 2003 Dec. 2005 (plan)
Branches 11 13 24 13 —
Sub-branches 56 39 95 55 —
Plants 1 7 5 —_
Laboratories 1 6 4 —
Reduction of headcount

Headcount (non-consolidated) 3,577 1,631 5,208 (Sep. 2002) 4,977 4,700
Headcount (consolidated) 4,346 1,631 5,977 (Sep. 2002) 5,680 5,290
Reduction of SG&A (R&D exclusive) 34.1% — — 27.0% —
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3. R&D Synergy (Enhancements to R&D
Efficiency and the Development Pipeline)

In order to improve research efficiency, Chugai
has agreed to eliminate as much as possible any
research overlap with Roche. With this in mind,
the joint research committee, formed between
Roche and Chugai, meets twice annually, and
members exchange information regarding
progress made in research as well as proposals
related to joint research and opportunities to
make use of technology. In the field of biophar-
maceuticals, the companies have basically
agreed that they will each conduct their own
independent research and look for possibilities for
collaboration on each project. The two compa-
nies exchange information in order to maximize
efficiency of the Roche Group.

Mareover, in the field of small molecular
synthetic compounds, based on an agreement in
October 2002, Chugai and Roche make mutual
use of resources such as chemical compound
libraries and databases to improve efficiency in
development, and to reduce its development risk.
In October 2003, Chugai and Roche combined
their chemical compound libraries and created
one of the richest libraries in the world.

From the development pipeline, expanded as
a result of the merger, three new drugs were
marketed in the fiscal year ended December 2003

(Renagel®, Xeloda® and Pegasys®. For more
detalls, see p.12-14). As of December 2003,
there were 22 new compounds (excluding
additional indications) in Chugai’s development
pipeline, one of the highest numbers among the
pharmaceutical companies in Japan. In addition
to its own development, Chugai has been contin-
uously expanding its product offerings with those
from the Roche pipeline. Following the license
contract with Roche concluded in December
2003, Chugai added to its development pipeline
two antibody drugs: R435 and R1273 created by
Genentech (see p.20).
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Epogin®, an agent for anemia associated with end-stage renal disease, is one of Chugai’s mainstay products, and has
been the main growth driver for more than ten years. Although its dominance within Chugai felt the aftereffects from
the influx of products with the merger in October 2002, Epogin® is still expected to continue to bolster profitability in

the future.

In December 2003, Chugai added three new growth drivers: Renagel®, for the treatment of hyperphosphatemia,
Xeloda®, for breast cancer, and Pegasys®, for chronic hepatitis C. Moreover, an additional indication was approved for
non-Hodgkin’s lymphoma treatment Rituxan®, and sales of this drug are likely to greatly expand. Also, Evista™, for the
treatment of osteoporosis in postmenopausal women, is likely to be launched in May 2004. In addition, smooth
progress is being made with the development of the antibody drug MRA. in 2003, a new drug application for MRA as an
orphan drug was filed for the indication of Castleman’s disease, and its evaluation is proceeding as planned.

Epogin® The Growth Driver Up to Now
For the past few years, Epogin® (epoetin beta)
continuously accounted for more than 30% of the
Company’s total prescription pharmaceutical sales.
Since it was marketed in 1980, Epogin® has been
the Company’s main earnings driver, After Chugai
joined the Roche Group, the number of its products
increased, and as a result, Epogin® sales as a
percentage of total prescription pharmaceutical
sales fell from 38.0% before the merger (in the year
ended March 2002) to 25.5% (in the year ended
December 2003). However, sales are currently
growing dus to an increase in the number of
patients and the introduction of a new dosage form
with improved convenience (a pre-filed syringe version
launched in May 2001), and the Company has high
expectations of Epogin®’s future role as a profit driver.
At present, there are about 230,000 patients in
Japan undergoing kidney dialysis, and are all potential
users of Epogin®. This figure is expanding at an
annual rate of about 10,000.

O Epogin® Sales
J Epogin®

~ Percentage to
total prescription pharmaceuticals

taunch of ——n
pre-filled syringe version em S
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Epogin®

Further Strengthening its Role as
a Growth Driver
The substance patent for Epogin® wili expire in
2005. However, it will probably be difficult for
generic versions to advance into the market for the
time being, owing to the nature of Epogin® as a
biopharmaceutical which requires sophisticated
manufacturing technology and large capital invest-
ment, and the fact that the guidelines on evaluating
bio-generics are still unclear. Chugai believes that
the strength of the product is attributable to not only
its pharmaceutical functions, but also many other
factors, such as MRs and their ability to provide
information and the Company’s full line-up of products
in the field of renal diseases. With this in mind,
Chugai intends to secure a market share for Epogin®
and maximize the Company’s presence in the field
by further strengthening these factors. At the same
time, Chugai aims to elevate the product’s value by
expanding indications for Epogin® in other fields,
such as anemia associated with cancer treatment.
Moreover, Chugai is conducting phase | clinical
trials of a second generation anemia product with
greater continuity — the continuous erythropoiesis
receptor activator (CERA) R744 — a product of
Reche origin.
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Renagel®

Launch of Renagel® in June 2003

In June 2003, Chugai added Renagel®, for the
treatment of hyperphosphatemia, to its product
line-up in the field of renal diseases. Renagel®
(generic name: sevelamer hydrochloride) was intro-
duced from GelTex Pharmaceuticals, Inc. of the U.S.
(now, Genzyme Corporation) to Chugai, and is being
jointly developed by Chugai and Kirin Brewery Co.,
Ltd. (The drug is sold under each company’s
respective brand name.) Approximately 80% of the
country’s 230,000 dialysis patients have contracted
hyperphosphatemia, and of these patients an
estimated 25% have probably not seen sufficient
improvement with existing drugs. Renagel® is
designed to target the treatment of these patients.
Chugai and Kirin forecast to post a combined figure
of around 12 billion yen (on a National Health
Insurance (NHI} drug price basis) during peak sales
of sevelamer hydrochloride.

Renagel® is Japan's first non-absorbed calcium-
and aluminum-free phosphate binder. Normally,
about 800-1,200mg of phosphorous is contained in
a person’s daily meals. Patients with chronic renal
insufficiency (i.e., their renal function is decreased)
must have this phosphorous removed through dialysis
as it cannot be sufficiently eliminated by the kidneys
alone. However, this dialysis treatment is not yet
able to fully prevent the onset of hyperphosphatemia.
Calcium carbonate, the conventional substance
used to treat this condition, can induce hypercalcemia,
thus sometimes limiting the dosage to an insufficient
level. Renagel® inhibits the absorption of phosphates
into the body without causing this side effect. In
addition, as it is impossible for hypercalcemia to
occur with Renagel®, synergies can be expected with
the Company’s other products: for example, the
dosage of vitamin D3 derivatives can be increased.
This is especially true for Oxarol®, an agent for the
treatment of secondary hyperparathyroidism which
is easier to use in combination with Renagel®. In the
field of renal diseases, Chugai offers five important
products that can be prescribed with the addition of
Renagel®, giving the Company the leading domestic
product line-up.




Xeloda®

Strengthening Chugai’s Position in

the Oncology Field

The product line-up that was the most strengthened
as a result of Chugai’s joining the Roche Group was
in the field of oncology. As of March 2003, Chugai
sales of oncology products totaled 68.5 billion yen,
giving it about a 13% share of the Japanese market
for these products; the second largest share in the
industry. In this field, the Company's mainstay product
up to now has been Neutrogin®, an agent for
neutropenia and a supportive cancer treatment.
However, as a result of Chugal's merger with
Nippon Roche, its line-up of anti-tumor drugs
expanded to include Furtulon®, Herceptin®, Rituxan®,
and Xeloda®, with Kytril® the 5-HT3 receptor
antagonist antinauseant and antismetic agent being
added to the Company's line-up of supportive cancer
treatments. As a result, options to combine
anti-tumor drugs and supportive cancer treatments
have alsc increased, leading to synergies within the
field. In total, the Company now has ten products in
the development pipeline, in the areas of both
anti-tumor drugs and supportive cancer treatments,
including indication expansions.

Among Chugai’s existing products, the ones with
particularly high growth potential are the antibody
drugs Herceptin® (anti-HER2 monoclonal antibody)
and Rituxan® (anti-CD20 monoclonal antibody).
Herceptin® is a treatment for HER2 over-expressed
metastatic breast cancer and Rituxan® is for treating
CD20-positive lymphoma. These drugs work by
targeting specific molecules (HER2 and CD20),
which are involved in the proliferation of cancer cells.
They offer a new choice of treatment that has little
effect on normal celis. Herceptin® was launched in
Japan in June 2001 and Rituxan® in September 2001,
Within half a year after their respective launches,
both drugs had rapidly come into widespread use.
in the year ended December 2003, sales of
Herceptin® totaled 6.8 billion yen and sales of
Rituxan® reached 8.2 billion yen. In addition, in
September 2003, an additional indication was
approved for Rituxan® —aggressive non-Hodgkin's
lymphoma——and peak sales are expected to reach
15-20 billion yen (see p.16).
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In the field of oncology, in addition to pursuing
new treatments, such as target-based agents that
seek out pre-dstected specific molecules, Chugai is
also enhancing development of its conventional
chemotherapeutic agents, and in June 2003, the
Company launched the anti-tumor drug Xeloda®
(generic name: capecitabine, an antimetabolite
enzyme-activation-type 5-FU derivative).

Xeloda® (Launched in June 2003)

Xeloda®, a treatment for malignant tumors, was
created in 1993 by the Kamakura Research Center
of former Nippon Roche (now new Chugai's
Kamakura Research Laboratories). Since being
approved in the United States in 1998, it has been
prescribed as a standard treatment for metastatic
breast cancer and colorectal cancer in more than
70 countries worldwide (as of December 2003). In
Japan, it is approved for the treatment of inoperable
or recurrent breast cancer. In addition, Xeloda® is
under development for the indications of gastric
cancer and colorectal cancer. For the indication of
recurrent breast cancer which has already been
approved, sales are expected to peak at 5.0 billion
yen (on a NHI drug price basis).

During the breast cancer phase 1l clinical trials,
Xeloda® was shown to be most promising with a
20.0% efficacy rate in cases where docetaxel (an
anti-cancer taxane drug) proved to be ineffective.
However, there was also a high incidence of side
effects (92.1%), such as hand-and-foot syndrome.
Thus, as a safety precaution, Chugai provides
sufficient warnings about possible side effects by
distributing guidelines regarding the appropriate use
of Xeloda® to physicians and pharmacists and
preparing handbooks for patients. The Company is
also accumulating evidential data and will clarify
Xeloda®'s position among the different chemotherapy
options for breast cancer.
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Pegasys®

Pegasys® (Launched in December 2003)

The new generation peginterferon alfa-2a agent
Pegasys, used in the treatment of chronic hepatitis
C, was launched in December 2003. Pegasys® was
developed by Roche and approval first granted in
Switzerland in 2001, Since then, Pegasys has been
appraved alone or in combination with R964 (ribavirin),
an antiviral agent, in more than 80 countries and has
achieved a global market share of over 50% at the
end ¢f 2003. Its market share in Japan is expected
to grow as well. There are an estimated 500,000
peaple with chronic hepatitis C in Japan. Of these,
30,000 to 40,000 people are treated with interferon
drugs each year, creating a target market with

52 billion yen in 2003.

Pegasys® is likely to generate annual sales of
about 15-20 billion yen (on a NHI drug price basis)
at its peak, assuming that it is approved for use in
combination with R964, currently undergoing
phase lll clinical trials.

Pegasys® was developed by improving on
Roferon®-A, the conventional interferon alfa-2a. By
covering the interferon with polyethylene glycol
(pegylation), it extends the time that the drug
remains in the body. Thus, while it was necessary to
administer the conventional interferon agent three
times a week, Pegasys® need only be given once a
week, improving convenience for patients and
reducing the side effects. in addition, in clinical trials
conducted overseas, it was found that the combina-
tion therapy of Pegasys® and R964 dramatically
improved the body’s ability to eliminate the virus. For
patients found to have high viral load of genotype
1b*, for which interferon is said to be less effective,
this drug combination resulted in an impressive 46%
sustained virological response rate.

* Genctype 1b is a genetic classification of the type-C hepatitis

virus. Of Japanese patients infected with hepatitis C, 70% are
infected with genotype 1b.

In this market, several products with enhanced
efficacy have been launched, and this new generation
of interferon drugs is now replacing the old. Chugai
intends for Pegasys® to ride the wave and secure a
high market share by strengthening its marketing
activities.

Evista™ (Scheduled for Launch in May 2004)
Evista™ is a selective estrogen receptor modulator
(SERM) used in the treatment of post-menopausal
osteoporosis. The drug was co-developed with

Eli Lilly Japan and received approval in Japan in
January 2004. The drug is now approved in more
than 70 countries, including in the U.S. and Europe,
and is marketed in more than 60 (as of September
2003).

As it is belisved that estrogen drugs may
increase the risk of breast cancer, vitamin D drugs
are currently the main choice of treatment for
osteoporosis in Japan. In clinical trials, Evista™, a
SERM that only utilizes the bone-building properties
of the estrogen hormone, reported no increase in
the incidence of breast cancer and was found to be
highly effective in preventing bone fractures. There
are several million patients in Japan, and Chugai
expects peak sales of 15-20 billion yen.

The field of bone and joint diseases is becoming
increasingly more important for Chugai, Three other
drugs are currently under development for the
indication of ostecporosis (including the anti-resorp-
tive bisphosphonate R484, and ED-71, an activated
vitamin D derivative) and in the field of rheumatoid
arthritis, clinical trials are ongoing for the antibody
drug MRA.,

The Antibody Drug, MRA

When a foreign substance such as a virus (i.e., anti-
gen) enters a living body, It triggers an immune
response in order to remove it. Antibodies play a key
role in this process, and when they are developed
as pharmaceutical products, these products are
called antibody drugs. As antibodies target specific
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Evista™

antigens, treatments using antibody drugs are
expected to be highly effective with fewer side
effects. Chugai began research into antibody drugs
in 1890. Three years ago, the Company combined
its antibody and genomic drug discovery research
that uses analyzed genetic information and since
then has been conducting unique research in this
area entitled "genomic antibody drug discovery.”
At the same time, it has actively incorporated the
necessary technology through collaboration with
overseas research institutions, As a result of these
efforts, three types of antibody drugs are now &t the
clinical trial stage: MRA (a humanized anti-human IL-
8 receptor monoclonal antibody), CAL (a humanized
anti-PTHrP monoclonal antibody), and AHM (a
humanized anti-HM1.24 monoclonal antibody).
Of these, MRA is the closest to being launched.
MRA is expected to be an effective treatment
for rheurnatoid arthritis and multiple myeloma,
diseases in which cytokine interleukin-6 (IL-8) plays
a significant role. In Japan, Chugai has filed a new
drug application for MRA for the indication of
Castleman’s disease, and MRA is already in phase
Il clinical trials for the indication of rheumatoid arthritis.
In Europe, phase |l clinical trials for the indication of
rheumatoid arthritis have been completed and
preparations are being made to commence phase |il
clinical trials in Europe and the U.S. During the
phase |l clinical trials in Europe, that involved more
than 350 patients, MRA was found to be highly
effective in those for whom methotrexate (MTX, the
conventional treatment for rheumatoid arthritis) was
not entirely successiul, either as a monotherapy or

R B
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in combination with MTX. There are an estimated
4-5 million sufferers of rheumatoid arthritis in Japan,
the U.S. and Europe combined; yet due to the aging

population, this number is on the increase.

In July 2003, Chugai concluded a licensing

contract with Roche related to the global joint
development of MRA and its joint promotion in
Europe and the U.S. Currently, preparations for

development are underway and a sales promation
system is to be established. Now that the clinical
trials for MRA have entered thelr final stage Chugai
is alsc strengthening its production capacity for
antibody drugs. Chugai has two 2,500-liter capacity
bioreactors at the Ukima Plant, and two 10,000-liter
capacity bioreactors at the Utsunomiya Plant which
became operational in January 2004. By 2007, the
Company plans to construct more bicreactors in
order to bring its total capacity to 85,000 liters in
preparation for the commercial supply of the drug.

Antibody production facility (Utsunomiya Plant)
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Products Overview

Prescription Pharmaceuticals

In the fiscal year ended December 2003, sales of
prescription pharmaceuticals totaled 218.2 billion
yen. The number of products in our line-up
increased significantly from 44 to 73 as a result of
the merger with Nippon Roche in October 2002.

1. Japanese Market

Sales of prescription pharmaceuticals in the
Japanese market totaled 201.4 billion yen in the fiscal
year ended December 2003.

In the field of oncology, sales of our mainstay
products Rituxan® and Herceptin®, both anti-tumor
agents, amounted to 8.2 billion yen (13.8% above
original plan) and 6.8 billion yen (19.3% above original
plan) respectively. On the other hand, sales of
Neutrogin® an agent for neutropenia and a supportive
cancer treatment, was 10.9 billion yen, falling 6.8%
short of the original plan. This was partially due to
the introduction of the prospective flat-sum payment
system for inpatient care in advanced treatment
hospitals and a greater choice of treatment methods
such as molecular-targeted therapy.

The application for an additional indication for
Rituxan® filed by Zenyaku Kogyo Co., Ltd., the
license holder of the product in Japan, was
approved in September 2003. With this approval,
Rituxan®'s indication was expanded to include
aggressive grade in addition to the original
low-grade non-Hodgkin's lymphoma. Its sales
showed significant growth, with a monthly average
of 1.47 billion yen during the three-month period
from October to Decemper after gaining approval.
This represents a doubling of sales from the monthly
average of 0.67 billion yen marked during the three-
month period from July to September. This indicates
that Rituxan® has potential for further growth,

In the field of renal diseases, sales of our mainstay
product Epogin®, a treatment for anemia associated
with end-stage renal disease, grew as expected to
55.7 billion yen, exceeding the planned figure by
0.5%, with the pre-filled syringe version (launched in
May 2001) driving the growth. Sales of Oxarol®
(injection), an agent for secondary hyperparathyroidism
in hemodialysis patients, totaled 4.6 billion yen,
indicating that the product has penetrated the market
smoothly since its launch in September 2002,
Moreover, a hyperphosphatemia treatment Renagel®
was launched in June 2003, We expect further
growth in demand for these products together with

the increase in number of patients suffering from
chronic renal disease, mainly as a complication
brought on by diabetes.

In the field of bone and joint diseases, sales of
osteoporosis agent Alfarol® amounted to 13.5 billion
yen, failing to reach the targeted figure due to the
increasing burden of medical expenses for the elderly
and the influence of the introduction of several new
products such as bisphosphonate drugs to the
market. However, we expect sales to grow in this
field with our plan to faunch Evista™, a treatment for
osteoporosis in postmenopausal women with a
novel mode of action, in May 2004.

In the field of cardiovascular diseases, sales of
Sigmart®, an anti-angina drug totaled 12.6 billion
yen, and sales of Rythmodan®, an antiarrhythmic
agent, totaled 6.4 billion yen.

In transplant, immunology and infectious diseases,
strong sales of anti-influenza agent Tamiflu® were
posted during the previous fiscal year, with sales
amounting to 11.6 billion yen. However, due to the
unpredictably high incidence of influenza seen in the
previous flu season, we experienced problems in sup-
plying a sufficient amount of Tamiflu® to medical insti-
tutions. Conseguently, for this flu season, we based
our production plans on the maximum influenza epi-
demic observed over the past ten years, preparing
enough Tamiflu® to cover ten milion patients. In doing
50, we believe we have now successfully avoided any
repetition of last year’s supply shortage.

In this field, in June we launched the injectabie
bag form of Rocephin®, cephem-type antibiotic
ceftreaxone sodium used for the treatment of infec-
tious diseases. This injectable bag form is superior
to the conventional dosage form in terms of ease of
use, sterility and disposability, and we expect this
launch to lead to higher sales. Sales of Rocephin®
totaled 3.7 billion yen in the fiscal year under review.

We expect the business environment to remain
severe in the fiscal year ending December 2004, due
to the industry average 4.2% drug price cut in April,
and other measures to contain medical expenses
applied by the Japanese government. Despite these
adverse conditions, we aim to further expand sales
of existing products and ensure smooth market
penetration of our four new drugs: Pegasys®,
Xeloda®, Renagel® and Evista™ through intensive
marketing activities.




O Main Products, Prescription Pharmaceuticals {(Japanese Market)

Sales (Billions of yen)

Product name {Generic name) Remarks 2003/3 2003/12
(8 months)
Epogin® (epoetin beta) Agent for anemia associated with end-stage renal disease ¥ 66.1 ¥ 557
Neutrogin® (lenograstim) Agent for neutropenia associated with chemotherapy 13.7 10.8
Sigmart® {nicorandil) Antianginal agent 15,5 12.6
Alfarcl® (alfacalcidol) Agent for osteoporosis 17.9 13.5
Furtulon® (doxifluridine) Antitumor agent 8.1 12.2
Tamiflu® (oseltamivir) Anti-influenza agent 125 11.6
Kytril® {granisetron) 5-HT3 receptor antagonist anti-nausea agent 5.1 9.2
Rituxan® (rituximab) Anti-CD20 monoclonal antibedy, antitumor agent 3.0 8.2
Herceptin® (trastuzumab) Anti-HER2 monoclonal antibody, antitumor agent 3.5 6.8
Rythmodan® (disopyramide) Antiarrhythmic agent 8.5 6.4
Suvenyl® {sodium hyaluronate) Agent for knee pain associated with rheumatoid arthritis 6.0 54
Oxarol® (maxacalcitol) Agent for secondary hyperparathyroidism in hemodialysis patients 52 4.6
Rocephin® {ceftriaxone) Cephemi-type antibiotic ceftriaxone sodium 2.0 3.7
Euglucon® (glibenclamide) Agent for oral hyperglycemic - 1.8~
Renagel® {sevelamer HCI) Agent for hyperphosphatemia - 1.7
Xeloda® (capecitabine) Antitumor agent - 0.8™
Pegasys® (peginterferon alfa-2a) Chronic hepatitis C - 0.2

*Started marketing from October 2003, following the transfer of its sales and marketing rights from Yamanouchi.
""LLaunched June 2003.
“"Launched December 2003.

2. Overseas Market (Neutrogin® in Japanese market) and anti-angina

Chugai continues 1o develop overseas markets agent nicorandil (Sigmart® in Japanese market).

on its own as in the past. In the fiscal year ended Lenograstim is sold through subsidiaries in the

December 2003, sales in overseas markets U.K., Germany, France and Taiwan and in more

totaled 16.8 billion yen, which represents 7.2% of than 70 countries around the world through joint

our net sales. ventures. In the fiscal year ended December
We sell two major products on the overseas 2003, lenograstim saw record sales.

market: the neutropenia agent lencgrastim

O Main Products, Prescription Pharmaceuticals (Overseas Markets)

Sales (Billions of yen)

Generic name (Product name) Remarks 2003/3 2003/12

(12 months)
lenograstim (Granocyte®/Neutrogin® in Japanese market) Agent for neutropenia associated with chemotherapy ¥11.4 ¥13.8
nicorandil (Sigmart® in Japanese market) Antianginal agent 2.5 1.8

Report Concerning Failure to Perform Early Post-Marketing Phase Vigilance (EPPY) for iImmunosuppressive Agent CellCept®
(Mycophenolate Mofetil)

In January 2003, CellCept® was approved for additional indications (to counteract rejection of heart, liver and lung trans-
plantations) on the condition that early post-marketing phase vigilance (EPPV) was conducted. However, as we failed to
carry out the EPPV, on May 1, 2003, the Ministry of Health, Labour and Welfare requested that the Company report the
cause for this failure and its countermeasure. To quickly respond to this incident, we have reviewed the post marketing
survelllance management and implementation system of the Post-Marketing Surveillance Management Division and related
divisions involved in drug safety. Based on this countermeasure, on May 6, we started EPPV and completed the six-month
study. At the same time, we established the Post-Marketing Surveillance Committee and revised standards for operating
procedures as well as educational programs 1o further strengthen the systern, We expect these enhancement measures
to prevent this kind of failure in the future.
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Guronsan® and Varsan®

O Main Nonprescription Products (OTC Products)

Nonprescription Products (OTC products)
Chugai's nonprescription products include
Guronsan® and New Guromont® (both nutritional
supplement drinks), New Chugai Ichoyaku®, a
gastrointestinal medicing, and Varsan®, insecticides
for household use. In the fiscal year ended
December 2008, sales in this business totaled 14.6
bilion yen, as sales of Varsan® saw a larger decline
due to the cool summer, despite the steady demand
for nutritional supplement drinks.

In the nonprescription pharmaceutical business,
we have been introducing a virtual company system
since the fiscal year ended March 2001 to establish
an independently profitable business. Furthermore,
throughout the fiscal years ended March 2003 and
December 2003, we either closed or transferred two
plants that primarily produce nutritional supplement
drinks and switched to outsourcing to reduce fixed
costs and improve cost competitiveness. As of the
end of December 2003, production of Guronsan®
and New Guromont® has been outsourced to Dydo
Yakuhin Kogyo Co., Ltd., and Fuji Pharmaceutical
Co., Ltd. Mcreover, in October we transferred
approximately 90 of the total 280 personnel in the
Healthcare Company to other divisions of Chugai.
With these measures, we have established a platform
which can sustain growth in this business.

Sales (Billions of yen)

Product name Remarks 2003/3 2003/12
(9@ months)

New Guromont®, Guronsan® Nutritional supplement drink ¥ 8.6 ¥7.5
Varsan® Insecticides for household use 6.6 4.0
New Chugai Ichoyaku® Gastrointestinal medicine 1.6 1.0




Development Pipeline

Status of Chugai’s Development Pipeline

As of the end of December 2003, Chugal has 22
compounds in its development pipsiine excluding
additional indications for existing products, an amount
that is on a par with other top-class pharmaceutical
companies in Japan. By field, there are seven com-
pounds under development in oncology, one in renal
diseases, five in bone and joint diseases, two in car-
diovascular diseases, cne in transplant, immunclogy
and infectious diseases, and six in other fields.

Status of Filing and Approval in Japan

In October 2003, the Ministry of Health, Labour and
Welfare approved Chugai’s application to import
Pegasys®, a treatment for chronic hepatitis C, and
the drug was subsequently launched on December
12. This was just over one year after filing the
application under the fast track review process.

In the fiscal year ended December 2003,
Chugai filed applications for two new drugs. In addi-
tion to the submission in April for the manufacturing
approval of the antibody drug MRA* for the indication
of Castleman’s disease, the Company in June
applied for an indication expansion for the angina
pectoris treatment drug Sigmart® (generic name:
nicorandil) to include acute heart failure. As a result,
a total of seven drugs that Chugai has developed
are now in the filing stage (as of the end of December
2003).

Furthermore, in January 2004, the application for
the import of Evista™, a treatment for osteoporosis in
postmenopausal women, was approved, and this
drug is scheduled to be launched in May 2004,

“For more details regarding MRA, see also p.14-15.

Clinical Development Phase for Pre-Application
Stage Drugs in Japan

The anti-viral drug RS84 (generic name: ribavirin) is
expected to be effective when used in conjunction
with Pegasys® in the treatment of chronic hepatitis
C. Currently, R964 is in phase 1l of clinical trials.

In the oncology field, phase Il clinical trials have
finished for Epogin® for the expansion of indications
to include the treatment of anemia associated with
cancer treatment. Moreover, in October 2003,
Chugai began phase Il clinical trials for R1415
(generic name: erlotinib) to obtain the indication for

the treatment of iung cancer. Development is also
ongoing to extend the indications of the anti-tumor
agents Herceptin® and Xeloda®,

In the field of bone and joint diseases, phase i
clinical trials have finished for the activated vitamin D
derivative ED-71 for the treatment of ostecporosis,
and in May 2003, phase Il clinical trials began for
CHS13340 (a recombinant parathyroid hormone
drug, planned indication: treatment of ostecporosis).
Moreover, in February 2004, the Company began a
phase Il double-blind trial with MRA for the treatment
of rheumatoeid arthritis.

Boosting the Development Pipeline: Introducing
Drugs from Roche

In December 2003, Chugai signed a licensing contract
with Roche for the antibody drugs R435 and R1273,
which were created by Genentech, and phase |
clinical trials are planned to commence in the latter
half of 2004. The target indications for R435 and
R1273 are metastatic or recurrent colorectal cancer
and non-small cell lung cancer, respectively.

Overseas Development

In July 2003, Chugai and Roche signed a contract
related 10 the joint development and promotion of
MRA, and both companies are now proceeding with
the development of the drug in Europe and the U.S.
Phase ill clinical trials are scheduled to begin in
Europe and the U.S. in 2004 for the indication of
rheumatoid arthritis. Clinical trials are also underway
for indications such as juvenile idiopathic arthritis,
systemic lupus erythematodes, and multiple
myeloma.

In addition to this, Chugai is conducting clinical
development overseas for GM-611, a drug designed
to promote the recovery of gastrointestinal motility,
as well as for the antioxidant BO-653, and the
anti-PTHrP moncclonal antibody CAL through
Chugai Pharma U.S.A., LLC (CPUSA), its U.S.-
based development subsidiary.
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O Development Pipeline (As of February 13, 2004}

Development code | Indication / *Additional indication Area | Status (Filing date)
| Preparing - ‘ v :
forPhasel: Phase1 ! Phase2 ' Phase3 ! Filed : Approved
Oncology
CGS20267 Breast cancer in postmenopausal women ‘ Japan : ] = (Jul.00)
R597 Breast cancer (adjuvant) * " Multinational = — :
study ‘ ! :
EPOCH Cancer chemotherapy associated anemia * | Japan . 3 :
MRA Muttiple myeloma | France ———— — | '
R340 Colorectal cancer, gastric cancer * Japan = J === ! :
R1415 Lung cancer Japan = : == ! ;
CAL Bone metastases uUs s — e ! !
| Hypercalcemia of malignancy | Japan | mmmmmmme T
AHM Muitiple myeloma UK | “ |
CHC12103 i Ovarian cancer Japan | | 1
Non-small cell lung cancer | ‘ |
R435 Colorectal cancer Japan == 5 ‘v ; :
| |
R1273 Non-smalf cell lung cancer Japan = : l: :
Bone and Joint
LY139481- HCI Osteoporosis in postmenopausal women Japan i e = : f (Jan.04)
MRA Rheumatoid arthritis Japan S ‘ ‘ o
B0 T”f,f"f _____________ ST TR T
ED-71 Osteoporosis Japan S : |
R484 Osteoporosis Japan e =] : .
| ! 1
MRA Juvenile idiopathic arthritis Japan ; = T : "
K e—— =TT T
CHS13340 | Osteoporosis | Japan = | }
Nephrology (Renal diseases)
PB-94 ‘;ﬁHyperphospha’[emia Taiwan S— : (Jul.03)
EPOCH Anemia in premature babies * Japan = — = (Mar.02)
R744 Renal anemia Japan S | ;
Cancer chemotherapy associated anemia | ’ J: 3
Cardio / Cerebro-vascular diseases
SG-75 | Acute heart failure * | Japan { : ‘ = (Jun.03)
AVS ‘ Subarachnoidal hemorrhage Japan ! - = 1 = (Apr.95)
BO-653 \ Restenosis in post-PTCA | Japan J ______ ‘ o _1 _____________
. Coronary heart disease - Us ' ] ‘
Transplant, Immunology and Infectious diseases
R442 | Chronic hepatitis C | Japan Launched Dec.03 ==
Ro64-0796 Prophylaxis of influenza in adults * . Japan - - (Jun.03)
MRA Castleman’s disease (Orphan drug) _feip?rj”"#;_ff”;;__f____‘“ ””_‘____"Ji(iAipr;o_S) ________
us ! ‘\ !
R964 Chronic hepatitis C Japan \‘ = = = f |
MRA | Crohn's disease Japan : — — 1 !
MRA | Systemic lupus erythematodes (SLE) ; Us }m, f |
Other fields
EPOCH Predeposit of autologous blood transfusion * { Japan ; = (Mar.02)
FS-69 Enhancement of ultrasound images . Japan : ‘ \ > Phase 2/3
R212 Obesity Japan ; i !
VAL Post-hepatectomy/ Liver transplantation Japan — X ,‘
| Decompensated cirrhosis | Japan ] e
GM-611 Gastroparesis (Diabetic / Idiopathic) Japan — 5 | }
‘Dé"'""i; ”””””””” T T T
R450 Stress urinary incontinence (SUI) Japan = | |
R483 Type 2 diabetes ‘ Japan : | ‘
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INN (Trade mark) Dosage form | Origin (Collaborator) Mechanism of Action
letrozole (Femara}M) Tablet Novartis (Novartis Pharma) | Aromatase inhibitor
trastuzumab (Herceptin®) Injection Roche / Genentech Humanized anti-HER2 monoclonal antibody
epostin beta (Epogin®) Injection In-house Recombinant human erythropoietin
Injection In-house (Roche} Humanized anti-human IL-6 receptor monaclonal antibody
capecitabine (Xeloda®) Tablet Roche Antimetabolite, 5-FU derivative
erlotinib (Tarcevaﬂ‘f'{) Injection Roche / Genentech Anti epidermal growth factor receptor (EGFR/HER1)
Injection In-house Humanized anti-PTHrP monoclonal antibody
Injection In-house Humanized anti-HM1.24 monoclonal antibody
Injection Cell Therapeutics Poly-(L-glutamic acid)-paclitaxel conjugate
bevacizumab Injection Roche / Genentech Humanized anti-VEGF (Vascular Endothelial Growth Factor)
monoclonal antibody
pertuzumab Injection Roche / Genentech HER dimerization inhibitory humanized monoclonal antibody
raloxifene HCI (Evista™) Tablet Eli Lily Selective estrogen receptor modulator
(AoterhraTM) Injection I In-house Humanized anti-human IL-6 receptor monoclonal antibody
Injection In-house (Roche)
Oral In-house Activated Vitamin D derivative
ibandronic acid Injection Roche Bisphosphonate
| Oral
(Actemra™) B Injection In-house Humanized anti-human IL-6 receptor monoclonal antibody
Infeétion In—housev(ﬁécﬁhe) !
Nasal spray Daiichi Suntory Pharma i Recombinant parathyroid hormone (rhPTH1-34)
sevelamer HCI (Reﬁage@) Tablet Genzyme Phosphate binding agent
epoetin beta (Epogin®) Injection In-house Recombinant human erythropoietin
Injection Roche CERA {Continuous erythropoiesis receptor activator)
nicorandil (Sigmart®) Injection In-house Potassium channel opener
nicaraven (Antevas™) Injection In-house Hydroxy! radical scavenger
Capsule In-house Antioxidant
pegylated interferon alfa-2a (Pegasys®) Injection Roche Pegylated interferon alfa-2a (recombinant)
oseltamivir phosphate (Tamiflu®) Capsule Roche Influenza anti-viral agent
(Actemram) Injection In-house Humanized anti-human IL-6 receptor monoclonal antibody
_______________ Injection In-house (Roche)
ribavirin (Copegus™) Tablet Roche Anti-viral agent in combination with Pegasys®
' Injection In-house Humanized anti-human IL-6 receptor monoclonal antibody
Injection In-house (Roche) Humanized anti-human IL-6 receptor monoclonal antibody
epoetin beta (Epogin®) injection In-house Recombinant human erythropoietin
Injecticn Alliance Ultrasound contrast agent for diagnostic imaging
orlistat (Xenical™) Capsule Roche Lipase inhibitor
valine Injection In-house Liver-regeneration promoting agent
Oral Recovery of liver function
mitemcinal fumarate Tablet In-house Motilin agonist
Recovery of gastrointestinal motility
Cral Roche Alpha 1as1L adrenoceptor partial agonist
Cral Roche Insulin sensitizer
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R&D: Strategy and System

Reorganization of Research Laboratories

As a result of the recrganization of research
laboratories that took place up until December
2003 — namely the closure of Takada Research
Laboratories and the research division of CPUSA
— Chugai was able to integrate its research
functions to just four laboratories in Japan (Fuji-
Gotemba, Kamakura, Tsukuba, and Ukima).
Clinical development overseas will continue to
take place at CPUSA and Chugai Pharma Europe
Ltd. (CPE) in the U.K. In addition, the subsidiary
Chugai Research Institute for Medical Science in
Shizuoka Prefecture is responsible for certain
areas of research. Chugai has about 850 staff
within its domestic R&D functions as of the end of
December 2003 (of these, about 280 are based
in the Clinical Development Division) and boasts
one of the leading R&D infrastructures in Japan.

O Four Domestic Research Sites and One Subsidiary

Research Laboratories

Main Research Activities

Fuji-Gotemba Research Laboratories*

(Shizuoka Pref.)

Drug discovery research, product research

Kamakura Resea
(Kanagawa Pref.)

Oncology-related drug discovery research,
product research

rch Laboratories

Tsukuba Research Laboratories*

(Ibaraki Pref.)

Antibody research

Ukima Research

Laboratories* (Tokyo) industrialization research, OTC research

Chugai Research Institute for Medical Science

(Shizuoka Pref.)

Transgenic research

*Biotechnology-related site.

Establishment of a New Research &
Development Group
With the organizational reforms carried out on
October 1, 20083, Chugai set up a new Research
& Development Group. This group consists of
four departments within the strategy-related
organization (Product Strategy Department,
Development Planning Department, Development
Information Department, and Intellectual Froperty
Department), and two divisions related to the
implementation (Research Division and Clinical
Development Division). The Research &
Development Group oversees all stages from
research planning to clinical development and
plays the role of improving efficiency, speed and
success rates of projects.

At the same time, the two Clinical Development
Divisions that were established after the merger

with Nippon Roche were integrated. The consoli-
dation of the two former companies' standard
operational procedures was also finalized and will
be applied to drugs newly entering clinical trials,
establishing a streamlined R&D system of Chugai.

Overseas Research Joint Ventures
In addition to its own laboratories, Chugai also has
overseas joint ventures for its research activities;
C&C Research Laboratories in Korea (synthetic
chemistry research) and Pharmal.ogicals
Research Pte., Ltd. in Singapore {(gencmic drug
discovery research).

Pharmal ogicals Research was established
in May 2002 by three companies: Chugai (48%;),
Biostar Research Pte., Ltd. (48%) a subsidiary of
Mitsui & Co., Ltd., and the Central Institute for
Experimental Animals (4%). The aim of this
laboratory is to explore new biopharmaceuticals
by bringing together Chugai’s drug discovery
technology with human genome information and
in-vivo experiments.

Strengthening the R&D Network

Roche places a significant importance on applying
a “network” approach to research and develop-
ment within its Group. This means that whilst
maintaining independence of each company’s
own research and development activities, the
members will collaborate in the form of joint
projects, information and technology exchange
when there are opportunities to improve overall
efficiency.

As a member of the Roche Group, Chugal
is actively looking for possibilities for collaboration
within the group members. Already with Roche,
it collaborates on small molecule discovery
research, conducts joint development on the
antibody drug MRA on a global basis, and
exchanges information through the Joint
Research Committee (twice annually) and the
Joint Develooment Committee (three times
annually).

Moreover, Chugai continues to strengthen its
own R&D network through various collaborative
activities and strategic partnerships by forming
alliances with other companies, carrying out joint
research with universities and research institutions,




and participating in projects sponsored by the
Japanese government,

R&D Strategy

Up to now, Chugai has strategically maintained
its R&D expenditure at a high level. In the nine-
month period ended December 2003, R&D
expenses were 43.5 billion yen, representing
18.7% of net sales. Chugai aims to keep its
R&D expense ratio at an appropriate level
through the synergistic effects of the alliance
with Roche while, for the near term, maintaining
expenses at 50 billion yen.

Chugai has set five strategic fields —
oncology, renal diseases, bone and joint diseases,
cardiovascular diseases, and transplant,
immunology and infectious diseases — into
which it is focusing its R&D expenditure. In
these fields, the Company will accelerate its R&D
in biopharmaceuticals centering on antibody
drugs, while also continuing to make efforts in
drug discovery through conventional synthetic
chemistry.

Chugai is now developing antibody drugs
based on two types of technology: bio-production
technology cultivated from experience with its
two biopharmaceuticals Epogin® and
Neutrogin®, and humanized antibody technology
acquired from the Medical Research Council in
the U.K. In order to improve efficiency in
research, the Company has been conducting a
unigue research approach entitled “genomic
antibody drug discovery” combining its antibody

O R&D Expenses

@ R&D expenses
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and genomic drug discovery research that uses
analyzed genetic information.

Currently, three antibody drugs — MRA,
CAL and AHM (see p.15) — have entered clinical
trials. The Company is also continuing its
research into the discovery of novel target
molecules, antibody drugs with new character-
istics such as IgM and low molecular weight
antibodies — areas where little development
has been carried out in Japan.

Drug discovery technology by chemical
synthesis is being markedly strengthened
through the alliance with Roche. In addition to
the benefits from the merger with Nippon
Roche, Chugai has gained access to one of the
world’s largest synthetic compound libraries as
a result of the collaborative agreement with
Roche regarding small molecular synthetic drug
research. The combined library, the prioritization
of research themes and the promotion of
technology exchanges with Roche are expected
to dramatically increase efficiency in the selection
of new pharmaceutical candidates from chemical
compounds.

Fuji-Gotemba Research Laboratories
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Strategies to Develop Human Resources

In October 2002, we introduced a new employee compensation system to commemorate the start of
the new Chugai. Normally, in the case of a merger, company personne! systems are integrated one
or two years after merging. However, in recognition of the globally intensifying competition within the
pharmaceutical industry, we introduced a new system simultaneously with the integration in order
for the early establishment of a competitive system and to maximize the synergistic effects resulting
from the merger. More than one year has now passed since the integration of the two companies
and, by unifying the standards for compensation systems, we believe that the integration of the two
companies’ differing corporate cultures has been greatly facilitated.

The New Employee Compensation System
The new employee compensation system is
performance-based, reflecting the fulfillment of
individual roles. This system is designed not only
to evaluate the short-term results but also to
emphasize the medium- to long-term results of
professional development that is considered
particularly important for R&D-oriented
pharmaceutical companies.

The basis of any compensation system
should be the fair and reasonable evaluation of
employees and their job performance. For this
purpose, here at Chugai we created a system in
which employees are able to thoroughly discuss
their goals and achievements in quarterly-held
interviews with their supervisors, with the results
then assessed in performance evaluation meetings
attended by all the assessors of related organiza-
tions.

Regarding compensation, we eliminated the
seniority system and family allowance, and unified
all base salaries into the current performance-
based remuneration system. At the same time, we
revised bonuses so that they are now allocated in
accordance with company performance and
adjusted the retirement benefits to reflect the
performance of each employee. These retirement
benefits are then determined in yearly performance
evaluations.

O Human Resources Management Cycle Based

i

on Human Resources Development

Talented human resources who can function effectively worldwide

b

You will grow ';

You wiil evaluate your |
work and actions

Human resources VA
You will take on more

management
system complex roles

You will contribute to
organizational performance

Creating a competitive company

Human Resource Development

Chugai places great emphasis on human resource
development and the training of employees. To
promote the development of professionals that are
competitive on a global scale, we offer the following
three training opportunities, and which are now
showing most promising results: Management By
Objectives (MBO, yearly basis); a Career
Development Program (CDP, mid-to-long-termy;
as well as Off-The-Job training (OFF-JT, training
outside the workplace) and self-development.

Although each employee is given the opportunity
to develop their skills and capabilities through the
challenging tasks in their daily work, supplementary
training in the form of OFF-JT and support for
self-development is also provided. To enhance the
way these programs function as a system, we
have established a new personnel training system
consisting of 1) the Global Management Training
Program, 2) the Corporate Program, 3} the Division
Program and 4) the Self-Development Support
Program.

We started the Global Management Training
Program to discover and systematically train talented
personnel at an early stage to create leaders able
to promote innovative change. We also provide
opportunities such as in-house training programs,
collaborative exchanges with the Roche Group,
and temporary transfers to affiliate companies
overseas. Furthermore, we reinforced the
Corporate Program, which is designed to promote
the understanding of the Company goals, job
development, and the enhancement of English
skills. In addition to this, each division is developing
its own unique training program to train sophisti-
cated specialists.

With the CDP, not only do we encourage
each employee to build a clear vision of their
personal careers, we also conduct Career
Interviews to which the top management, including
the President, also attend in order that the
Company can respond as effectively as possible to
each employee’s desire for self-actualization.




Promotion of Corporate Social Responsibility

As a company that directly involved in human lives, Chugai has promoted activities that contribute
to the environment and society and has also strengthened its compliance system. In fiscal year
ended December 2003, we have further enhanced these activities by introducing the concept of

Corporate Social Responsibility (CSR).

Basic Plan for Activities

Chugai's mission is to dedicate itself to adding
exceptional value through the creation of innovative
medical products and services for the benefit of
the medical community and human health
around the world, With this as our goal, we have
made the dignity of human life our first priority
and are pursuing corporate activities that are
transparent, fair and highly ethical, as well as
making important advances in the realm of
science.

On October 1, 2002, we drew up a Mission
Statement™ to accompany the start of the new
Chugai, outlining the basic ideas behind our
“Mission,” “Core Values” and “Envisioned Future.”
Based on the core values, we redesigned the
“Chugai Business Conduct Guidelines (Chugai
BCG)™ to create a specific guide for fulfiling our
corporate responsibilities. Since then, our activities
have been carried out based on both this Mission
Statement and the Chugai BCG in order to fulfilf
our corporate social responsibility and become a
company that answers the expectations of its
stakeholders.

* For more details regarding our Mission Statement and
Chugai BCG, please see the following sites:
http://www.chugai-pharm.co.jp

/english/corporate

for our Mission Staterment and
http://www.chugai-pharm.co.jp
/english/corporate/bcg

for Chugai BCG.

The System Supporting Our Activities

1. The Corporate Social Responsibility
Committee
On October 1, 2003, we set up the Corporate
Social Responsibility Committee, with the heads
of the related administrative departments at
Head Office forming the main body, and chaired
by the Company’s Deputy President. The
committee meets twice annually, and as well as
discussing ways to handle important issues relating
to corporate social responsibility, it also is
responsible for revising the activities scheduled
for that fiscal year and decides the future activities
and action plans for the next fiscal.

In addition, we have also established the
Corporate Ethics Promotion Committes and
Environmental Committee Secretariat through
which we are able 1o inform and educate all of
the Company's departments regarding key
issues concerning our fiscal year plan and the
promotion of social responsibility.

2. The Start of the Corporate Social
Responsibility Promotion Department
On October 1, 2002, we set up a Corporate
Ethics Department in order to establish and
propagate throughout the Company an ethical
awareness based on the aforementioned basic
policy and behavior standards. Furthermore, we
have been carrying out company-wide environ-
mental activities with the Chugai Environmental
Management System that is based on the
Chugai Environmental Charter. (Previcusly, these
activities were mainly carried out through the
Environmental Affairs Section of the General
Affairs Department.)

One year later, on October 1, 2003, we
combined the Corporate Ethics Department and
Environmental Affairs Section of the General
Affairs Department to create the Corporate
Social Responsibility Promotion Department.
We made this move because corporate social
responsibility is now positioned as one of the
most important management issues worldwide.
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Furthermore, with the International Organization
for Standardization (ISO} having decided the
international standards for corporate sccial
responsibility for 2007 and with the Japanese
government working to develop its own standards
through the Ministry of Economy, Trade and
Industry, we believe it is crucial that we deal with
both environmental and social issues in a
comprehensive way. By creating the Corporate
Social Responsibility Promotion Department, we
have now managed to establish a system that
allows us to tackle from a wider perspective the
various issues related to corporate social
responsibility.

Specific Measures

1. Corporate Ethics
(1) Study and Training in Corporate Ethics and
Human Rights, and Educational Activities
The BCG Study & Training Program began in the
fiscal year ended March 2003 and is directed at
all group employees. In its second year of running
— fiscal year ended December 2003 — the pro-
gram covered the basics of corporate social
responsibility, legal issues (such as the Individual
Information Protection Law and copyright prob-
lems), as wall as problems concerning corporate
ethics and human rights that employees may face
within the workplace. Classes were held a total of
73 times with the aim of making participants
aware of corporate social responsibility and of
the impertance of total compliance with the law.
In addition to this, outside instructors offered 17
training sessions to line managers and senior line
managers.

In the continuous effort {o ensure all employ-
ees are both interested in and aware of these key
topics, along with making educational posters and
setting up an in-house website for employees, we
also prepare and distribute Q&A booklets featuring
common situations related to corporate ethics and
human rights.

Moreover, for the past 10 years or so, we
have been holding human rights’ training sessions
at each of our work sites in order to create a
corporate climate that is respectful of this most
important issue.

(2) BCG Hotline

To ensure all employees understand and respect
the importance of social responsibility and
compliance with the law, a BCG Hotline was set
up in 2002, simultanecus with the introduction of
the new system. Since it began operation we have
received a variety of calls, testament to the success
of the policies we have been implementing, such
as the BCG Study and Training Program.

By working in coordination with the relevant
divisions, our aim is to guarantee the prompt and
effective response to each and every enquiry that
is brought to our attention. In addition, a Sexual
Harassment Hotline was also started, with callers
able to contact the hotline from both inside and
outside the Company. This hotline has been
actively used as a means of protecting the mental
health of employees as well as solving communi-
cation problems in the workplace. Those who
handle the calls are trained to ensure that these
matters are deait with in both a sensitive and
appropriate nature, with all emphasis on respecting
the privacy of the caller.

2. Measures to Promote Environmental
Protection
(1) 1SO 14001 Ceriification™ Acquisition
In June 1998, Chugai's Fujieda Plant became the
second facility within the Japanese pharmaceutical
industry to acguire the ISO 14001 certification.
Since then, five of our factories have now
acquired this certification; however, as the one
held by the Matsunaga Plant was returned in
conjunction with its closure in December 2003,
currently four are [SO 14001 certified.

*1SO 14001, “certification” refers to the issuing of written
assurance {the certificate) by an independent external
body that has audited a company’s management system
and verified that it conforms to the requirements specified
in the standard.

Source ISO Homepage:
http://www.iso.ch/iso/en/iso9000-14000/
publicizing/publicizing_6.htm

(2) Reducing the Burden on the Environment
To reduce the burden on the environment,
Chugai is now working on ways to cut the
amount of generated industrial waste and promote
the efficient use of resources and energy at each
stage of production; from the research and



development of products to their manufacturing,
sales and disposal.

We aim to reduce the volume of our carbon
dioxide emissions at all of our sites by switching
fuels, using more efficient poilers, and installing
inverters in all our machinery and equipment.

In order to cut down on our generated
waste volume, we began the recycling of waste
aluminum hydroxide, which accounts for the
majority of inorganic residue at our Fujieda Plant.
As a result, we expect to be able to cut the final
waste disposal volume at this plant by almost
55%. In appreciation of this measure, the Fujieda
Plant was awarded the Reduce, Reuse &
Recycle Promotion Council and Chairman’s
Prize. Moreover, at the time of the closure of our
Matsunaga Plant, we promoted the reuse of
appliances, furniture and fixtures that had been
used at the plant by donating them to local
governments and schools. This meant that fewer
waste products were generated accompanying
the closure of the plant.

As one of our policies to prevent air poliution,
we have now stopped using all incinerators, with
the one exception being the incinerator at the
Chugai Research Institute for Médical Science,
Inc. (see p.22). As usage of this incinerator cannot
be avoided, we intend to promote energy and
resource efficient countermeasures for pollution
at this site.

In addition, in June 2003, we introduced 11
hybrid cars as vehicles to be used by ocur MRs,

We plan to actively introduce more of these cars -

in the fiscal year ending December 2004.

High priority is now being placed on ways 10
reduce soil pollution. At the Kyushu Plant in
Fukuoka Prefecture (operated by our wholly-owned
subsidiary Eikc Kasei Co., Ltd. and closed in
1995), environmental tests revealed the presence
of pollutants in the soil and underground water that
exceeded the standard levels set by the Saoil
Pollution Countermeasures Law and the Residual
Agricultural Chemicals Control Guidelines. Because
this plant manufactured agricuttural chemicals, the
substances were discovered through a self-
imposed investigation. Countermeasures to deal
with this problem are scheduled to be drawn up in
the near future after discussions with the prefectural
and town governments.

We are also involved in a variety of other

activities to help alleviate the burden on the
environment, such as cutting the amount of
harmful chemical substances we use — namely
pyridine, toluene and formaldehyde — controliing
the quality of our drainage water, promaoting the
purchase of green products, and developing
products that take environmental protection
issues into account.

(3) Disclosure of Environmental Information
Since June 2001, we have been publishing an
annual Environmental Report. This report can be
found on our website at
http://www.chugai-pharm.co.jp/
english/corporate/environmental

3. Contribution to Society

Up to now, Chugai has supported several activities
in its aim to better contribute to society. One of
these that we have been carrying out for some
time is the provision of monetary assistance for
pharmaceutical research, research grants, and 27
scholarships as well as assistance to international
joint research through the Tokyo Biochemical
Research Foundation*. Another is the donation of
specially equipped para-transit vehicles to welfare
services. Over the past 20 years, we have donated
more than 100 such vehicles to welfare services
throughout Japan.

* The Tokyo Biochemical Research Foundation was established
in 1960 with the purpose of conducting basic research related
to medical treatment and new pharmaceuticals, assisting such
research, supporting the fostering of promising researchers,

and contributing to creative research on the pharmaceuticals
that are most needed in Japan.

Furthermore, since the establishment of the
Japan Marrow Donor Program, we have been
providing assistance to several activities aimed at
educating people about marrow transplants and
registering donors. In 2003, we supported for the
third time the José Carreras Tenor Recital
"Volunteer for Life.”

Moreover, in Japan we have been conducting
our own regional clean-up activities at all our
sites. Overseas, we have also been supporting
fund-raising activities and cancer societies.




Corporate Governance

Chugai pursues corporate governance that is consistent with global standards as an autonomous,
listed company, promoting its business independently in Japan and overseas as well as as a mem-
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ber of the Roche Group.

Chugai’s Corporate Governance Policy
and Practices
To strengthen the function of the Board of
Directors and accelerate the decision-making
system, Chugal has adjusted the Board's size
and has appointed outside directors to enhance
management transparency. As of October 2002,
Chugai’s Board of Directors consists of 11 mem-
bers, including five outside directors (as of March,
2004). Furthermore, the Company has also
adopted an executive officer system to identify
the responsibilities of each business operation.
The Executive Committee is comprised of
primary executive officers and is responsible for
making critical decisions in conducting business
operations entrusted by the Board. The Executive
Committee then notifies the Board of all the
important decisions it makes. Moreover, to boost
morale and retain exceptional talent, we instituted
the stock option system in 2003, and in August

O Corporate Governance System
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2003 distributed stock options to internal directors
and key employees for the first time.

Chugai’s auditing system currently involves
four corporate auditors (two of whom are outside
auditors). In October 2003, a new auditing team
consisting of two members was established to
further strengthen the corporate auditing function.
In addition, the Audit Department operates to
internally monitor business operations.

In addition to the above, we run an
International Advisory Council {IAC) whose mem-
bers are specialists in various fields from Japan,
Europe and the U.S. in order 1o seek a broad
range of opinions from diverse perspectives. The
IAC meets twice a year with additional meetings
and individual meetings scheduled where neces-
sary. At these meetings, 1AC members provide
Chugai’s senior management with useful advice
on corporate governance, company manage-
ment, business conduct and other issues.

Members of the International Advisory Council

Prof. Victor Halberstadt
Professor of Economics. Leiden University

Dr. Keith Jones
Non-executive Chairman of the European Medicines Evaluation Agency (EMEA),

Dr. Gerald D. Laubach
Retired President & COO, Pfizer Inc.

Dr. Andres Leuenberger
Vige Chairman, Roche Holding Ltd.

Judge Abraham D. Sofaer
George P. Shultz Distinguished Scholar and Senior Fellow, Hoover Institution, Stanford
University Prof. Dr.

Prof. Dr. Dieter E.H. Spethmann
Retired Chairman and CEQ, Thyseen Steel

Mr. Goro Watanabe
Retired Chalrman, Mitsul Chemicals, Inc.

(As of March 25, 2004)




Board of Directors/Executive Officers (s of March 25, 2004)

Standing from left:

Motoo Ueno
Deputy President

Seated from left:

Board Members

Osamu Nagayama
Chairman of the Board, President, CEO

Motoo Ueno
Deputy President

Ryuzo Kodama
Executive Vice President, CFO

Akira Okazaki

Executive Vice President,
Managing Director of Technology & Production Group

Yasuo Maeno

Executive Vice Prasident,
Managing Director of Sates & Marketing Group

Dr. Tatsumi Yamazaki

Executive Vice President,
Managing Director of Research & Development Group

Dr. Etsuro Ogata
Director Emeritus of Cancer Institute Hospital

Abraham E. Cohen
Chairman, Chugai Pharma USA
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Consolidated Five-Year Summary

Chugai Pharmaceutical Co., Ltd. and consolidated subsidiaries
Nine months ended December 31, 2003, Years ended March 31, 2003, 2002, 2001 and 2000

Thousands of

Millions of yen except per share amount and other staristics U.S. dollars
Nine months Nine months
ended ended
December 31, Years ended March 31 December 31,
2003 2003 2002 2001 2000 2003

Results for the year:
Netsales .ot e e ¥232,748 ¥237,391 ¥211,705 ¥203,005 ¥195,506 $2,175,215
Grossprofit ... ... i 149,207 158,006 146,743 140,959 136,511 1,394,458
Selling, general and administrative expenses ............. 62,963 79,178 72,189 69,527 66,540 588,439
Research and development expenses . .................. 43,525 48,511 47,845 41,189 39,993 406,776
Operating income . . ... vvv i 42,719 30,317 26,709 30,243 29,978 399,243
Netincome (Ioss) . ...t 28,446 (20,135) 14,598 15,500 8,761 265,850
Capital investments ..........c.oviiiiiiiania. 11,819 17,815 14,292 9,689 13,321 110,458
Depreciation and amortization ... .......... ... ...... 10,514 14,905 12,939 14,408 14,462 98,262
Amounts per share (Yen and U.S. dollars):

Net income (loss) -basic- .......................... ¥ 51.73 ¥ (51.75) ¥ 5793 ¥ 6170 ¥ 35.53 $ 0.48

Cashdividends . ........... ... .o i 13.00 16.00 16.00 16.00 13.00 0.12
Financial position at year-end:
Total assers ..o ¥405,197 ¥425,301 ¥349,226 ¥340,174 ¥321,087  $3,786,888
Property, plant and equipment, net .......... ... ..., 91,970 93,969 81,445 77.798 80,225 859,533
Long-termdebr. ... 10,750 11,968 26,269 66,279 66,512 100,467
Total shareholders’ equity . ........... ... ... ... 296,717 277,254 200,779 190,257 170,972 2,773,056
Other statistics:
Number of employees . ... ... i 5,680 5,774 4,964 4,931 4,877

" In June 2003, the Company changed its fiscal year-end from March 31 to December 31. As a result of this change, the nine months ended December 31, 2003 are

presented as a transitional period.

Note: The accompanying notes to the consolidated financial statements are an integral parc of this summary.
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Management’s Discussion & Analysis

Due to the change in financial year-end from March 31
to December 31, the accounting period for the fiscal year
ended December 2003 was for the nine months from
April 1, 2003 to December 31, 2003, Therefore, a
comparison of performance figures with those from the

previous fiscal year is not provided.

Operating Environment and Chugai’s Strategy

Over 90% of Chugai’s sales are from prescription pharma-
ceuticals mainly in the Japanese market. The prescription
pharmaceutical industry has been operating in an extreme-
ly harsh environment in recent years due to measures taken
by governments in developed countries, including Japan,
to curtail medical expenses, the expansion of global compe-
tition and rising R&D costs. As a result, companies in the
industry are now pursuing a variety of strategies to main-
tain their competitive advantages. Chugai’s took the form
of the strategic alliance with F. Hoffmann-La Roche Ltd,,
one of the top pharmaceutical companies in Europe, located
in Basel, Switzerland. (Since October 1, 2002, Roche has
obtained 50.1% of Chugai’s shares through its wholly
owned subsidiary, Roche Pharmholding B.V.) As part of
the alliance, Chugai merged with Nippon Roche on
October 1, 2002, thereby strengthening its drug develop-
ment and marketing platforms and increasing its competi-
tive edge. In the Japanese prescription pharmaceutical
market, Chugai ranked fourth in terms of net sales in
2003, with a 4.1% market share.

Business Results in Fiscal Year Ended December 2003
© Net sales

Net sales in the fiscal year under review totaled 232.7
billion yen (3.4% higher than the initial forecast). By

business segment, in prescription pharmaceuticals we

Net Sales
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O Prescription pharmaceuticals J Nonprgscription products
Diagnostic products O Other

posted sales of 218.2 billion yen, despite the harsh business
environment. There was a decline in sales of some products
such as Alfarol®, an agent for osteoporosis; however,
business was steady for Epogin®, an agent for anemia
associated with end-stage renal disease, as well as Rituxan®
and Herceptin®, both anti-tumor agents, and the anti-influenza
agent Tamiflu®. An injectable, bag form of Rocephin®,
which is a cephem-type antibiotic ceftreaxone sodium, the
anti-tumor agent Xeloda®, and the hyperphosphatemia
treatment Renagel® were all launched in June 2003 and
notably contributed to the overall sales.

Sales of nonprescription products (over-the-counter phar-
maceuricals) came to 14.6 billion yen. While sales of
nutritional supplement drinks greatly benefited from the
redesigned packages of Guronsan® and the more reasonable
pricing of New Guromont®, there was a large drop in sales
of Varsan® (insecticide products for household use) due to
the cool summer.

Overseas sales amounted to 16.8 billion yen, and the ratio
of overseas sales to net sales was 7.2%.
*The major products that make up overseas sales are the neutropenia

agent lenograstim (Neutrogin® in the Japanese market) and the
antianginal agent nicorandi! (Sigmart®).

© Costs and expenses

Cost of sales amounted to 83.5 billion yen. Since a greater
percentage of Roche products were included in our sales,
the ratio of cost of sales to net sales rose by 2.5 percentage
points to 35.9%. Excluding research and development
expenses, the selling, general and administrative expenses
amounted to 63.0 billion yen. Research and development
expenses totaled 43.5 billion yen, with a ratio to net sales
of 18.7% (20.4% in the previous fiscal year.)

SG&A and R&D Expenses
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© Earnings

Operating income in the fiscal year under review totaled
42.7 billion yen, with the higher sales of prescription
pharmaceuticals and the overall, more efficient rate of
expenditure. The ratio of operating income to net sales
increased by 5.6 percentage points to 18.4%.

Other incomes include 3.5 billion yen from the gain on
the disposition of the fixed assets of former Takada Research
Laboratories, 3.3 billion yen as milestone payments based
on the license agreement with Roche for the co-develop-
ment and co-promotion of the antibody drug MRA, and
a 1.3 billion yen gain on sales of investment securities.

In total, after taking into account the other incurred
expenses of 2.8 billion yen resulting from loss on disposi-
tion of equipment and environmental recovery cost under
termination activities, we posted a net income of 28.4
billion yen (29.3% higher than the initial forecast).

Financial Position and Liquidity

© Financial position

After the payment of income taxes of 31.4 billion yen
related to the spin-off of Gen-Probe Incorporated, our
total assets as of December 31, 2002 were 405.2 billion
yen, down 20.1 billion yen from the previous fiscal year-
end. Total liabilities were 107.6 billion yen, 38.8 billion
yen lower than the previous fiscal year-end following debt
repayments. With a net working capital (defined as current
assets minus current liabilities) recording at 199.2 billion
yen, and a current ratio of 453.8%, Chugai is in a sound
financial position.

Shareholders’ equity totaled 296.7 billien yen, a 19.5 bil-
lion ven increase from the previous fiscal year-end. The
ratio of shareholders’ equity rose from 65.2% in the previ-
ous fiscal year to 73.2% in the fiscal year under review.

Operating Income and Ratio
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O Cash flows

Net cash used in operating activities amounted to 36.8 bil-
lion yen, partly resulting from the payment of 53.6 billion
yen for income taxes.

Nert cash provided by investing activities amounted to
14.4 billion yen, partly due to proceeds from the sale of
marketable securities that generated 62.4 billion yen.

Net cash used in financing activities totaled 11.6 billion
yen, due to a net increase in treasury stock of 5.9 billion
yen, and 4.4 billion yen for payments of cash dividends.

As a result, cash and cash equivalents at the end of the
fiscal year under review were 36.2 billion yen, 34.4 billion
yen lower than the outstanding balance at the beginning of
the fiscal year.

Net Income and ROE
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Consolidated Balance Sheets

Chugai Pharmaceutical Co., Ltd. and consolidated subsidiaries
December 31, 2003 and March 31, 2003

Thousands of
U.S. dollars
Millions of yen (Note 3)
December 31,  March 31, December 31,
Assets 2003 2003 2003
Current assets:
Cashand cashequivalents ... ... .. ¥ 36,226 ¥ 70,593 $ 338,561
Marketable securities including short-term investments (Note 12) ... . ... oLl 30,695 47,284 286,869
Receivables:
Trade MOTES .o e 12,488 12,588 116,710
Trade aCCOUNtS . o . oottt e 101,373 85,141 947,411
Other . ot 10,501 3,369 98,140
Reserve for doubtful accounts .. ... (649) (470) (6,065)
Tnventories (INOTE 4) . o\ o v vt e e e e e e e e e 53,157 40,817 496,794
Deferred tax assets (NOTE D) ..ottt e e e e e 9,502 14,301 88,804
Other .o e 2,211 2,914 20,664
T Otal CUITENT @SSEES & v v v v vt vt vt et et et et et et e et ettt e 255,504 276,537 2,387,888
Property, plant and equipment, at cost:
Land L 10,939 12,616 102,234
Buildings and structures .. ... ... e 102,309 103,491 956,159
Machinery and eqUIpment .. ... . 98,489 97,418 920,458
CoNSIUCTON 1N PLOZIESS .« v it ittt et ettt ettt 6,669 8,807 62,327
218,406 222,332 2,041,178
Accumulated depreciation (Note 3) ... i (126,436) (128,363) (1,181,645)
Property, plant and equipment, net ........... . oo o 91,970 93,969 859,533
Investments and other assets:
Investment securities (INOTE 12) .ottt vt et et e e e s 17,042 20,585 159,271
Unconsolidated subsidiaries and affiliates .. ......... .. i 60 60 561
Long-termloans .. ... 163 184 1,523
Lease deposits « .o .o r et 3,720 3,827 34,766
Deferred tax assets (INOTE O) . . ..ottt e e 20,809 20,128 194,477
Other ... 15,929 10,011 148,869
Total investments and Other SSEES .+ . . v v v vt vt vttt e s e 57,723 54,795 539,467
Total A88ETS 4 o v e ¥405,197 ¥ 425,301 $3,786,888




Thousands of
U.S. dollars

Millions of yen (Note 3)
December 31,  March 31, December 31,
Liabilities and shareholders’ equity 2003 2003 2003
Current liabilities:
Long-term debt due within oneyear WNote G) ... ¥ 11 ¥ 140 $ 103
Payables (Note 17):
Trade NOtES ..ottt e 133 844 1,243
Trade aCCOUNES + o vttt ettt e e e e 20,472 16,131 191,328
L1014 1 o1 1o o LN P 4,718 8,369 44,093
Other .o 5,883 9,293 54,981
Income taxes payable WNote 9) .................. .. .. PR 242 31,670 2,262
Deferred tax liabilities (INote 9) . .. .ot i e e e e 4 8 37
Accrued liabilities .. ..o . 20,782 21,385 194,224
Other oo 4,059 3,733 37,935
Tortal current liabilities ... ... e e 56,304 91,573 526,206
Long-term liabilities:
Long-termdebt (Notes Gand 17) ... 10,750 11,968 100,467
Deferred rax liabilities (INOte 9) .ttt i et i e e e e e 18 16 168
Reserve for employees’ retirement benefits (Note 10) ......... ... ... ... ... .. ... 39,558 42,309 369,701
Reserve for officers’ retirement benefits .. ... ... e 511 460 4,776
Other oo 435 32 4,066
Total long-term liabilivies . ...... .. ... .o 51,272 54,785 479,178
35
Minority interests in consolidated subsidiaries . ... ... ... ... . oo oo o o oo 904 1,689 8,448
Contingent liabilities Note 15)
Shareholders’ equity (Notes 7 and 19):
Common stock, without par value:
Authorized: 799,805,050 shares
Issued:
December 31, 2003 — 550,691,219 shares ... ..ot e 68,237 — 637,729
March 31, 2003 — 550,633,518 shares . ... ..o i e — 68,215 —
Addidional paid-in capital ... .. s 88,099 88,078 823,355
Rerained earnings . ... ... 144,062 120,114 1,346,374
Nert unrealized holding gain on securities ......... ... ... .. ... . .. e 2,341 1,025 21,879
Translation adjustments . ... ... . . . (86) (109) (804)
Treasury StOCK, AT COST . . o v\ v vttt et e e e (5,936) (69) (55,477)
Total shareholders’ equity . ... ... . . 296,717 277,254 2,773,056
Total liabilities and shareholders’equity ... ... ... ... .. .. . ool ¥405,197 ¥ 425,301 $3,786,888

Note: The accompanying notes are an integral part of these consolidated statements.
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Consolidated Statements of Operations

Chugai Pharmaceutical Co., Ltd. and consolidated subsidiaries
Nine months ended December 31, 2003, Years ended March 31, 2003 and 2002

Thousands of

U.S. dollars

Millions of yen (Note 3)

Nine months Nine months

ended ended

December 31, Years ended March 31 December 31,

2003 2003 2002 2003

Nt sales . oottt ¥ 232,748 ¥ 237,391 ¥211,705 $2,175,215
Costof sales (INOte 17) oottt e e e e 83,541 79,385 64,962 780,757
Gross profit ... ..o 149,207 158,006 146,743 1,394,458
Selling, general and administrative expenses .. ..........ooviiiiiiiiln 62,963 79,178 72,189 588,439
Research and development expenses .. ... .. ... ... .. .o i 43,525 48,511 47,845 406,776
Operating income . ... .. ...t 42,719 30,317 26,709 399,243

Other income (expenses):

Interest and dividend income . ... ... . 423 503 679 3,953
Interest expense (Note 17) . ... i i (210) 277) (959) (1,962)
Equity in earnings of affiliated companies ............. ... .. ... o — — 957 —
Other (NOte 8) . oottt e e e e e e s 6,312 (23,683) (1,093) 58,990
6,525 (23,457) (416) 60,981

Income before income taxes and minority interests .. ........c.o..vvveiiiu.., 49,244 6,860 26,293 460,224
Income taxes (INOTE ) vttt e e 19,797 26,479 11,673 185,019
MINOLICY INEEIESTS . . . oo ettt et et et e e uan (1,001) (516) (22) (9,355)
Netincome (loss) (Note 18) . oo v it e e e e e ¥ 28,446 ¥ (20,135) ¥ 14,598 $ 265,850

Note: The accompanying notes are an integral part of these consolidated statements.




Consolidated Statements of Shareholders’ Equity

Chugai Pharmaceutical Co., Ltd. and consolidated subsidiaries
Nine months ended December 31, 2003, Years ended March 31, 2003 and 2002

Thousands of
U.S. dollars
Millions of yen (Note 3)
Nine months Nine months
ended ended
December 31, Years ended March 31  December 31,
2003 2003 2002 2003
Common stock (Note 7):
Balance atbeginning of year ... L o ¥ 68,215 ¥ 24,035 ¥ 23,994 $ 637,523
Add:
Issuance of capital stock in accordance with merger agreement (Note 7) ......... — 18,782 — —
Conversion of convertiblebonds . ....... ... .. . . 22 25,651 41 206
Exercise of warrants (INOtE 7) . . oottt e —_— 18,807
Deduct:
Capital reduction due to spin-off of Gen-Probe Incorporated (Note7) .......... — (19,060) — —
Balanceatendof year .. ... ... . L 68,237 68,215 24,035 637,729
Additional paid-in capital (Note 7):
Balance at beginning of year . ........ ... . o 88,078 35,181 35,140 823,159
Add:
Issuance of capital stock allocated to
Roche Pharmholding B. V. upon merger (Note 7) ........................ — 8,800 — —
Issuance of capiral stock in accordance with merger agreement (Note 7) ......... — 18,782 — —
Conversion of convertiblebonds .. ... ... . 21 25,610 41 196
Exercise of warranes (INOte 7) .. ... o — 18,765 — —
Gain on disposal of treasury stock ......... . .. oo 0 — — 0
Deduct:
Capital reduction due to spin-off of Gen-Probe Incorporated (Note 7) .......... — (19,060) — —
Balanceatendofyear ... .. ... . . . L 88,099 88,078 35,181 823,355
Retained earnings (Note 7):
Balance at beginning of year .. ... L. o 120,114 137,189 127,135 1,122,561
Netincome (I0ss) .. ...t 28,446 (20,135) 14,598 265,850
Cashdividends ... ... .. o e (4,405) (4,457) (4,410) (41,168)
Increase in retained earnings resulting frommerger. . ........ ... oo oo — 11,450 — —
Decrease in retained earnings due to decrease in
shareholding in a consolidated subsidiary ......... ... ... oo o oL — (3,590) 7D —
Retirement of treasury stock . ... — (280) — —
Other ... P (93) (63) (63) (869)
Balanceatend of year ... ... .. ... 144,062 120,114 137,189 1,346,374
Net unrealized holding gain on securities:
Balance at beginning of year . ... . Lo o oo 1,025 2,528 5,211 9,580
Net change during year .. ... e 1,316 (1,503) (2,683) 12,299
Balance atend of year .. ... ... L 2,341 1,025 2,528 21,879
Translation adjustments:
Balance at beginning of year ... .. . o (109) 1,915 (1,219) (1,019)
Netchangeduringyear . ... . o 23 (2,024) 3,134 215
Balanceatend of year ... ... L (86) (109) 1,915 (804)
Treasury stock, at cost:
Balance at beginning of year ........ . ... oo (69) (69) (4) (645)
Net change during year . .. ... ittt (5,867) (0) (65) (54,832)
Balance atend of year .. ... .. . i (5,936) (69) (69) (55,477)
Total shareholders’ equity ... . ... ... .. . . . . .. i e ¥296,717 ¥277,254  ¥200,779 $2,773,056
Nine months
ended
December 31, Years ended March 31
2003 2003 . 2002
Number of shares of common stock:
Balance at beginning of year .. ....... .. 550,633,518 252,068,564 252,000,233
Add:
Issuance of capital stock allocated to
Roche Pharmholding B. V. upon merger Note 7) ................... — 196,628,960 —
Issuance of capital stock in accordance with merger agreement (Note 7) .. .. — 21,103,544 —
Conversion of convertiblebonds .. ....... ... ... . . .. 57,701 52,957,790 68,331
Exercise of warrants (NOe 7) o oottt e — 28,069,610 —
Deduct:
Retirement of treasury stock .. ... ... — (194,950) —
Balanceatendofyear .. ... . .. ... 550,691,219 550,633,518 252,068,564

Note: The accompanying notes are an integral parr of these consolidated starements.
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Consolidated Statements of Cash Flows

Chugai Pharmaceutical Ce., Ltd. and consolidated subsidiaries
Nine months ended December 31, 2003, Years ended March 31, 2003, 2002

Thousands of
U.S. dollars
Millions of yen (Note 3)
Nine months Nine months
ended ended
December 31, Years ended March 31 December 31,
2003 2003 2002 2003
Cash flows from operating activities
Income before income taxes and minority interests . ....................... ¥ 49244 ¥ 6,860 ¥ 26,293 $460,224
Depreciation and AMOTUZALION .« . v v v e e e e e e e e e e e 10,514 14,905 12,939 98,262
(Decrease) increase in reserve for employees’ retirement benefits .............. (2,749) 8,237 3,883 (25,692)
Interest and dividend income ... ... . .. (423) (503) (679) (3,953)
Interest expense . ... ... ... 210 277 959 1,962
Equity in earnings of affiliated companies . ............ .. ... — — (957) —
Loss on disposal of fixed assets ............ ... . i i 397 372 880 3,710
Gain on sales of fixed assets ... ..o i (3,467) — — (32,402)
(Gain) loss on sales and revaluation of investment securities .. ............... (1,276) 67) 3,271 (11,925)
(Increase) decrease in notes and accounts receivable . .. ...... .. ... ... .. ... (16,175) (9,966) 2,783 (151,168)
Increase in INVENTOTIES .\ vttt ittt e ettt et e e (12,364) (1,561) (102) (115,551)
Increase (decrease) in notes and accounts payable .......... ... ... ... ..., 3,654 5,756 (642) 34,150
(Decrease) increase in accrued consumption taX .. ...............oaia.... (1,430) 986 (867) (13,365)
L 1 T (9,491) 7,659 2,361 (88,701)
Subtotal 16,644 32,955 50,122 155,551
Interest and dividends received ... ... o 423 594 717 3,953
Interest paid . ... (215) (426) (959) (2,009)
Income taxes paid ... ... ... (53,647) (10,567) (20,205) (501,374)
Net cash (used in) provided by operating activities ........................ (36,795) 22,556 29,675 (343,879)
Cash flows from investing activities
Purchases of marketable securities . ... ... o (40,896) (76,027) (34,771) (382,206)
Proceeds from sales of marketable securities . ... ..o i it 62,397 73,970 15,095 583,150
Purchases of INVestMent SECUTITIES . . oo v vt v i vt et ettt e (1,802) (9,094) (9,432) (16,841)
Proceeds from sales of investment securities . ... .ov v ot e 3,893 5,365 13,730 36,383
Purchases of fixed assers . . .o (15,973) (14,366) (14,528) (149,280)
Proceeds from sales of fixed assets .. ... ... 7,242 1,522 209 67,682
Net (increase) decrease in short-term loans ......... ... o ... (5) 50 75 (47)
Net decrease in long-term loans . .. ... .. . . L 6 1,608 332 56
Additional acquisition of shares of consolidated subsidiaries ........... ... ... (448) (140) (N (4,187)
Proceeds from sales of investments in subsidiaries ............... .. .. ...... — 1,087 — —
Net cash provided by (used in) investing activities .. ...... ... ... 14,414 (16,025) (29,291) 134,710
Cash flows from financing activities
Net decrease in short-term bankloans . .......... ... ... ... .. ... ..... — (3,690) (120) —
Net decrease in long-termdebe ... oo oo (1,302) 95) (348) (12,168)
Redemptionofbonds ....... ... . . (0) (9,982) — (0)
Proceeds from issuance of common stock (Note 7) oo v oo v v e i ie i e — 37,564 — —
Decrease resulting from reduction in capital ....... ... . ... ... — (12,494) — —
Net increase in treasury stock . .. ... oo o (5,867) (280) - (54,832)
Cash dividends paid . .. ... ... (4,405) (4,457) (4,410) (41,168)
Cash dividends paid to minority shareholders ............. ... ... ... ... (8) (17) — (75)
Other . .. e e — — (74) —
Net cash (used in) provided by financing activities ............. ... ........ (11,582) 6,549 (4,952) (108,243)
Effect of exchange rate changes on cash and cash equivalents . ................ (333) (274) 940 (3,111)
Net (decrease) increase in cash and cash equivalents ....... . ... .. ... ... (34,296) 12,806 (3,628) (320,523)
Cash and cash equivalents at beginning of year ......... .. ... ... ... ... 70,593 53,426 57,161 659,748
Cash increase UPON MEIZEr ... iiivi ittt — 16,421 —_— —
Cash decrease resulting from exclusion of subsidiaries from consolidation ....... (71) (12,060) (107) (664)
Cash and cash equivalentsatend of year ................................ ¥ 36,226 ¥ 70,593 ¥ 53,426 $338,561

Note: The accompanying notes are an integral part of these consolidated statements.




Notes to Consolidated Financial Statements

Chugal Pharmaceutical Co., Ltd. and consolidated subsidiaries
December 31, 2003

1. Basis of financial statements

Chugai Pharmaceutical Co., Led. (the “Company”) and its
domestic consolidated subsidiaries maintain their books of
account in accordance with accounting principles and prac-
tices generally accepted and applied in Japan, and its overseas
subsidiaries maintain their books of account in conformity
with those of their countries of domicile.

The accompanying consolidated financial statements have
been compiled from the consolidated financial statements pre-
pared by the Company as required by the Securities and
Exchange Law of Japan and have been prepared in accordance
with accounting principles and practices generally accepted in
Japan, which may differ in cerrain respects from accounting
principles and pracrices generally accepted in countries and
jurisdictions other than Japan. Certain modifications of, and
reclassifications in, the presentation of the accompanying
financial statements, including the presentation of statements
of shareholders’ equity, have been made to facilitate under-
standing by readers outside Japan.

The Company changed its financial year end from March
31 to December 31 in order to adopt the F. Hoffmann-La
Roche Ltd. (“Roche”) calendar-based fiscal year as a member
of the Roche Group. This change was approved by the share-
holders of the Company at its annual general meeting held on
June 25, 2003.

2. Significant accounting policies

(@) Basis of consolidation and accounting for investments in
unconsolidated subsidiaries and affiliates

The consoclidated financial statements include the accounts of

the Company and significant companies which it controls

directly or indirectly. All significant intercompany accounts

and transactions have been eliminated in consolidation.

The excess of cost over net assets acquired with respect to
the consolidated subsidiaries is amortized on a straight-line
basis over a period of twenty years or amortized fully when
acquired if the amount is immarerial.

Investments in companies which are not consolidated or
accounted for by the equiry method are carried at cost or less.
Where there has been a permanent decline in the value of
such investments, the Company has written them down.

(6) Foreign currency translation

The revenue and expense accounts of the overseas consolidat-
ed subsidiaries and their balance sheet accounts, except for the
components of shareholders’ equity, are translated into yen at
the rates of exchange in effect at the balance sheet date. The
components of shareholders’ equity are translated at their his-
torical rates. Translation differences are presented as transla-
tion adjustments in shareholders’ equiry.

(¢c) Cash equivalents

Cash equivalents consist principally of cash in banks, money
market funds and highly liquid investments with maturities of
three months or less when purchased.

(d) Inventories

Inventories other than work in process are stated at cost deter-
mined principally by the average cost method. Work in
process is stated at cost determined principally by the first-in,
first-out method.

(¢) Depreciation

Depreciation of property, plant and equipment is calculated
primarily by the declining-balance method at rates based on
the estimared useful lives of the respective assets.

(P Leases

Non-cancelable leases are primarily accounted for as operating
leases (whether such leases are classified as operating or
finance leases) except that leases which stipulate the transfer of
ownership of the leased assets to the lessee are accounted for
as finance leases.

(g) Securities

Securities other than those issued by subsidiaries and affiliates
are classified into three categories; trading, held-to-maturity
or other securities. Trading securities are carried at fair value
and held-to-maturity securities are carried at amortized cost.
Marketable securities classified as other securities are carried at
fair value with any changes in unrealized holding gain or loss,
net of the applicable income raxes, included directly in share-
holders’ equity. Non-markertable securities classified as other
securities are carried at cost. If the value of the markerable
securities classified as other securities has declined significant-
ly, such securities are written down to fair value thus estab-
lishing a new cost basis, and the amount of each write-down
is charged to income as an impaitment loss unless the fair
value is deemed to be recoverable.

(h) Retirement benefits

The reserve for employees’ retirement benefits is stated at the
amount required to cover the liability as of the balance sheet
date and is based on the Company’s estimate of its liability for
retirement benefits and its pension fund assets as of the bal-
ance sheet date.

The retirement benefic obligation is attributed to each peri-
od by the straight-line method over the estimated years of
service of the employees.

Prior service cost is being amortized as incurred by the
declining-balance method over a period (10 years) which is
shorter than the average remaining years of service of the par-
ticipants in the plans.

Actuarial gain and loss are amortized in the year following
the year in which the gain or loss is recognized by the declin-
ing-balance method over a period (10 years) which is shorter
than the average remaining years of service of the participants
in the plans.

Directors and corporate auditors are not covered by the
retirement benefit plans referred to above. However, the lia-
bility for their retirement benefits are calculated based on
management’s estimate of the amounts which would be
payable if these corporate officers resigned their offices as of
the balance sheet date. Amounts payable to directors and cor-
porate auditors upon retirement are subject to the approval of

- the shareholders.
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(2) Research and development expenses

Research and development expenses are charged to income

when incurred.

(i) Income taxes

Deferred tax assets and liabilities are determined based on the

differences berween financial reporting and the tax bases of

the assets and liabilities and are measured using the statutory

tax rates which will be in effect when the differences are

expected to be realized.

(k) Derivative financial instruments

The Company has entered into various derivative transactions

in order to manage certain risks arising from adverse fluctua-

tions in foreign currency exchange rates and interest rates.

Derivarives are carried at fair value with any changes in unre-

alized gain or loss charged or credited to operations.

(1) Accounting standard for treasury stock and reduction of
legal reserve

Effective the year ended March 31, 2003, the Company and

its domestic consolidated subsidiaries adopted 2 new account-

ing standard for treasury stock and reduction of legal reserves.

The adoption of this new accounting standard had no impact

on the operating results for the year ended March 31, 2003.

(m) Appropriation of retained earnings

Under the Commercial Code of Japan (the “Code”), the

appropriation of retained earnings with respect to a given

financial period is made by resolution of the shareholders ar a

general meeting held subsequent to the close of such financial

period. The accounts for that period do not, therefore, reflect

such appropriations. Refer to Note 19.

(n) Reclassifications

Certain amounts in the prior year’s financial statements have

been reclassified to conform to the presentation for the nine

months ended December 31, 2003. These changes had no

impact on the previously reported results of operations or on

shareholders’ equity.

3. U.S. dollar amounts

The U.S. dollar amounts in the consolidated financial state-
ments as of and for the nine months ended December 31,
2003 have been translated from Japanese yen amounts at the
rate of ¥107 to U.5.$1.00, the exchange rate prevailing on
December 31, 2003. This translation is presented for conven-
ience only and should not be construed as a representation
that Japanese yen have been, could have been, or could in the
future be, converted into U.S. dollars at that or any other rate.

4. Inventories
Inventories at December 31, 2003 and March 31, 2003 con-

sisted of the following:

Thousands of
Millions of yen U.S. dollars
December 31, March 31,  December 31,
2003 2003 2003
Finished products .. .. .. ¥ 29,431 ¥ 18,616 $275,056
Work in process and
semifinished products . . 14,618 13,740 136,617
Raw materials
and supplies ......... 9,108 8,461 85,121
¥ 53,157 ¥ 40,817 $496,794

5. Depreciation

Depreciation of property, plant and equipment for the nine
months ended December 31, 2003, and the years ended
March 31, 2003 and 2002 amounted to ¥9,239 million
($86,346 thousand), ¥10,964 million and ¥11,359 million,

respectively.




6. Short-term bank loans and long-term debt

The Company had no short-term bank loans as of December 31, 2003 or March 31, 2003.

Long-term debt at December 31, 2003 and March 31, 2003 consisted of the following:

Thousands of

Millions of yen U.S. dollars
December 31, March 31, December 31,
2003 2003 2003
1.05% unsecured convertible bonds due 2008 . ... .. .. e ¥ 3,438 ¥ 3482 $ 32,131
0.8969% unsecured bonds with warrants due 2008 ... ... ... .. . 6,312 6,312 58,991
Unsecured loans:
- from banks due in installments through 2004 ac 1.70% . . ............ ... ... .. 9 — 84
- from banks due in installments through 2005 at rates ranging from 1.50% t0 6.70% .. ... .. — 303 —
- from other financial institutions due in installments through 2005 at rates ranging
from 1.90% 10 3.62% . .o vt i it e 1,002 — 9,364
- from other financial institutions due in installments through 2006 at rates ranging
from 1.90% 10 3.62% .ot — 2,011 —
10,761 12,108 100,570
Amounts due Within One Year . . ...ttt (11) (140) (103)
¥ 10,750 ¥ 11,968 $ 100,467

The conversion price and period of the convertible bonds are summarized as follows:

Conversion price per
share at December 31, 2003

Conversion period
(up to and including)

1.05% unsecured convertible bonds due 2008 ................... . ... ... .. ¥762.50 September 29, 2008
The warrants issued with the 0.8969% unsecured bonds due Thousands of
2008 entitle the holders to subscribe for shares of common stock Years ending December 31 Millions of yen U.S. dollars
of the Company at ¥1,338.5108 per share from October 1, 2002 2004 ¥ 1 s 103
to September 29, 2008. 2005 . 1,000 9,346

At December 31, 2003, if all outstanding convertible bonds had 2006 .o — —
been converted at the then current conversion price, and all war- 2007 oo — _
rants had been exercised at the then current exercise price, 2008 ... 9,750 91,121
9,224,547 new shares would have been issuable. ¥ 10,761 $ 100,570

Under the term of indentures, trust deeds and warrant agency
agreements, the conversion and exercise prices are subject to
adjustment in certain cases which include stock splits. Sufficient
shares of common stock are reserved for the conversion of all out-
standing convertible bonds and the exercise of all warrants.

The aggregate annual maturities of long-term debt subsequent
to December 31, 2003 are summarized as follows:

7. Shareholders’ equity

On December 10, 2001, the Company and F. Hoffmann-La
Roche Ltd. announced that they would enter into an alliance to
create a leading research-driven Japanese pharmaceutical compa-
ny to be formed by the merger of the Company (excluding Gen-
Probe Holding Company Incorporated and Gen-Probe
Incorporated) and Nippon Roche, a wholly owned subsidiary of
Roche Pharmholding B.V. Roche Pharmholding B.V. agreed to
make an additional cash contribution in order to raise its partici-
pation to 50.1% of the agreed combined value. The alliance was
approved by the shareholders of the Company at its annual gen-
eral meeting held on June 27, 2002.

In accordance with terms of the alliance, the Company spun-
off its wholly owned U.S. diagnostic business subsidiaries, Gen-
Probe Holding Company I[ncorporated and Gen-Probe
Incorporated, in September 2002. As a result, the common
stock and additional paid-in capital accounts each decreased by
¥19,060 million. In addition, the Company issued 21,103,544
shares in September 2002 to Roche Pharmholding B.V. (the
direct parent company) for ¥37,564 million and common stock
and additional paid-in capital accounts each increased by
¥18,782 million. Furthermore, pursuant to the merger agree-
ment between the Company and Roche Pharmholding B.V.,
the Company merged with Nippon Roche effective October 1,
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2002. Asa result, 196,628,960 shares were issued in October result, the equity participation of Roche Pharmholding B.V. in

2002 to Roche Pharmholding B.V. for ¥8,800 million which the Company was raised to approximately 50.1%.

was credited to the additional paid-in capital account. At the The Code stipulates that an amount equal to at least 10% of
same time as the merger with Nippon Roche, Roche the amounts to be disbursed as distributions of earnings be
Pharmholding B.V. exercised warrants which had been issued appropriated to the legal reserve until the legal reserve and addi-
with the 0.8969% unsecured bonds due 2008 issued by Nippon tional paid-in capital equal 25% of the common stock account.

" Roche. In this connection, the common stock and additional The Code also stipulates that, to the extent that the sum of addi-
paid-in capital accounts increased by ¥18,807 million and tional paid-in capital account and the legal reserve exceeds 25%
¥18,765 million, respectively, and 28,069,610 shares were of the common stock account, the amount of any such excess is
issued in October 1, 2002 to Roche Pharmholding B.V. Asa available for appropriation by resolution of the shareholders.

8. Other income (expenses)
The components of “Other” in “Other income (expenses)” for the nine months ended December 31, 2003, and the years ended
March 31, 2003 and 2002 were as follows:

Thousands of
Millions of yen U.S. dollars
Nine months Nine months
ended ended
December 31, Years ended March 31 December 31,
2003 2003 2002 2003
Milestone payments madeby Roche . ... . ... ... .. ... ..l ¥ 3294 ¥ — ¥ — $ 30,785
Gain on disposition of land,
buildings and structures of a former Takada research laboratory .......... ... 3,467 — — 32,402
Loss on disposition of equipment
and environmental recovery cost under termination activities . .............. (2,777) — — (25,953)
Gain on sales of investment securities . . ... vttt e 1,313 — — 12,271
Integration costs (¥} .. ..o i — (18,119) — —
Written-off of long-term prepaid expenses .. ........ ... ..o oo — (3.882) — —
Gain on sales of distribution rights, etc. ... ... o — — 3,266 —
Disposal costs and other expenses of inventories .......................... (131) (247) (1,496) (1,224)
Loss on devaluation of investment SECULITIES . v .ot vr e st et — (1,703) (3,261) —
Other o 1,146 268 398 10,709

¥ 6,312 ¥ (23,683) ¥ (1,093) $ 58,990

(*) Integration costs consisted of ¥13,444 million for the amortization of the unrecognized retirement benefit obligation under the prior retirement benefit plan
and ¥4,675 million of consulting, IT integration and other expenses. Refer to Note 10 concerning the amortization of the unrecognized retirement benefic
obligation under the prior plan. .

9. Income taxes

Income taxes in Japan applicable to the Company and its domestic subsidiaries consist of corporation tax, inhabitants’ taxes,
and enterprise tax. The approximate aggregate staturory tax rate was 41.5% for the nine months ended December 31, 2003,
and the years ended March 31, 2003 and 2002. Income taxes for the nine months ended December 31, 2003, and the years
ended March 31, 2003 and 2002 consisted of the following:

Thousands of

Millions of yen U.S. dollars

Nine months Nine months

ended ended

December 31,  Years ended March 31  December 31,

2003 2003 2002 2003

Income taxes:

LTt 51 S ¥ 16,533 ¥ 38,605 ¥ 12,998 $154,514
Deferred ... .o e 3,264  (12,126) (1,325) 30,505

¥ 19,797 ¥ 26,479 ¥ 11,673 $185,019

Income taxes for the year ended March 31, 2003 include ¥22,384 million of taxes resulting from a taxable gain on the transfer of the Company’s investment in
Gen-Probe Incorporated (“Gen-Probe”) following ics spin-off. Refer to Note 7 with respect to the spin-off of Gen-Probe.




The significant components of deferred tax assets and liabilities at December 31, 2003 and March 31, 2003 were as follows:

Thousands of
Millions of yen U.S. dollars

December 31,  March 31, December 31,

2003 2003 2003
Deferred rax assets:
Reserve for employees’ retitement benefies . ... ... o ¥ 14,584 ¥ 15,199 $136,299
Amortization of deferred charges . . ... . .. L o 5,569 3,506 52,047
Enterprise tax payable .. ... ... 1 2,796 9
Prepaid expenses ... ... 2,182 2,079 20,393
Reserve for bonuses to employees ............ . o 1,748 2,762 16,336
Other .o 8,993 9,675 84,047
Subtotal L 33,077 36,017 309,131
Amounts offset by deferred tax liabilities .. ....... ... .. . (2,766) (1,588) (25,850)
Deferred tax assets, Nt . ...ttt ¥ 30,311 ¥ 34,429 $283,281
Deferred tax liabilities:
Unrealized gain on securities ... ... e ¥ 153 ¥ 680 $ 14,355
Deferred gain on sales of properties for tax purposes .. ... 854 919 7,981
Other .o 398 13 3,719
SUbtotal Lo e e e e 2,788 1,612 26,055
Amounts offset by deferred tax assets .. .. ... ... o (2,766) (1,588) (25,850)
Deferred tax liabilities . ... ... . ¥ 22 ¥ 24 $ 205

Disclosure of the reconciliation of the statutory and effective tax rates for the nine months ended December 2003 has been omitted as
the difference between the statutory tax rate of 41.5% and the effective tax rate of 40.2% was insignificant.

A reconciliation of the statutory tax rate and the effective tax rates for the years ended March 31, 2003 and 2002 is as follows:
Years ended March 31

2003 2002
SEATULOIY TAX TATE . . oo ottt t e et et e e e e e e e e et e e e e e 41.5% 41.5%
Permanently non-deductible expenses for tax purposes such as entertainment expenses . . ... ... ..ol 213 5.4
Permanently non-taxable income such as dividend income .......... .. ... .. o (3.4) 0.2)
Inhabitants’ per capita taxes . . .. ..ottt e 1.5 0.4
Different tax rates applied for overseas subsidiaries . ........ ... ... . (5.6) (0.5)
Tax benefits of research and development costs . ... ...t (12.9) (2.4)
Gain on transfer of investment in Gen-Probe for tax purposes ........ ... ... .. i 326.3 —
Effect of tax rate change ... ... . 15.0 —
Other o e 2.3 0.2
Bletive TaX FATES « o ot ettt e e e e 386.0% 44.4%

The aggregate statutory tax rate will change from 41.5% to 39.5% effective the fiscal year beginning after March 31, 2004 in accor-
dance with a revision of income tax regulation in March 2003. The effect of this tax rate change was to decrease deferred tax assets
by ¥998 million and to increase income taxes — deferred by ¥1,031 million for the year ended March 31, 2003.
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Company’s prior retirement benefit plans and the implementa-
tion of new retirement benefit plans. In this connection, the
Company has charged or credited all of unrecognized balances,
as of September 30, 2002, which consisted principally of ¥9,813
million of unrecognized actuarial loss and ¥1,401 million of
unrecognized prior service cost (as credited) at September 30,
2002, and ¥25 million of prior service cost (as credired) under
the new employees’ retirement benefit plan effective October 1,
2002, as well as ¥5,057 million of actuarial loss due to a change
in the discount rate from 3.0% under the prior plan, to 2.5%.

10. Retirement benefits
(a) Overview of retivement benefits
The Company has various defined benefit plans such as a wel-
fare pension fund plan, a tax qualified pension plan and a
lump-sum payment plan. Additional retirement benefits may,
in certain cases, be paid to employees upon retirement. The
Company’s domestic consolidated subsidiaries participate in
the lump-sum payment plan.

As a result of the Company’s merger with Nippon Roche
effective October 1, 2002, the number of employees increased
significantly and this resulted in the termination of the

(b) Retirement benefir obligation

Thousands of
Millions of yen U.S. dollars
December 31,  March 31, December 31,
2003 2003 2003
Retirement benefit obligation .. ..... ... ... .. o o i o ¥ (90,916) ¥ (83,642) $ (849,682)
Plan assets at fair vallue . . ..ot 50,527 41,204 472,215
Unfunded retirement benefit obligation .......... ... ... o (40,389) (42,438) (377,467)
Unrecognized prior SErvICe COSE .. ..o vttt vttt ettt et (639) (755) (5,972)
Unrecognized actuarial loss . ... ... ... . o 1,470 884 13,738
Reserve for employees’ retirement benefits . ... .. ... ... . . . o ¥ (39,558) ¥ (42,309) $ (369,701)
The government-sponsored portion of the Welfare Pension Fund Plan is included in the amounts presented.
(c) Retirement benefit expenses
Thousands of
Millions of yen U.S. dollars
Nine months Nine months
ended ended
December 31, Years ended March 31 December 31,
2003 2003 2002 2003
Service COST (M) Lottt e ¥ 3,074 ¥ 3934 ¥ 3229 $ 28,729
INEEreSt EXPENSE . . v vttt ettt e e 1,558 1,937 1,785 14,561
Expected return on pension planassets .. ....... ... i (618) (679) (638) (5,776)
Amortization of unrecognized retirement benefit obligation under the prior plan . . .. — 13,444 — —
Amortization of actuarial loss . ... .. 137 742 1,562 1,280
Amortization of prior ServViCe COSE ..o v vttt e (117) (248) (405) (1,093)
Additional retrement benefits paid . ... o o o o oo oo ool 11 1,167 268 103
Total retirement benefitexpenses . .............. ... ... 0 0 i i .. ¥ 4,045 ¥ 20,297 ¥ 5,801 $ 37,804

(") The participants’ contributions to the Welfare Pension Fund Plan have been deducted from the amounts presented.

(d) The assumptions and policies adopted in accounting for the retirement benefit plans are summarized as follows:

Nine months ended December 31, Years ended March 31
2003 2003 2002

1)Discountrates: ........couririniinanaa, 2.0% 2.5% 3.0%
(at the beginning of the current fiscal  (at the beginning of the current fiscal
year, the rate applied was 2.5%) year, the rate applied was 3.0%)
2)Expected rate of return on plan assets: ... ... 2.0% 2.0% 2.0%
{Regarding the life insurance company’s portion of the retirement benefit plan assets, the rate of return guaranteed at the time of the sign-

ing of the contract was approximately 5.5% and this rate has been included in calculating the overall expected rate of return on the

retirement benefit plan assets.)




11. Leases

The Company holds certain machinery and equipment under
finance leases which do not transfer the ownership to the les-
see. These leases are not capitalized, but are accounted for as

operating leases. If the leases had been capitalized, the acqui-
sition costs, accumulated depreciation and net book value of
the leased assets at December 31, 2003 and March 31, 2003
would have been as follows:

December 31, 2003

Millions of yen Thousands of U.S. dollars
Machinery  Equipment Total Machinery  Equipment Total
AcqUISIION COSTS .. oo vttt i ¥ 62 ¥ 2020 ¥ 2,082 $ 579 % 18,879 $ 19,467
Accumulated depreciation ....... ... ... 00 29 1,203 1,233 271 11,243 11,523
Netbookvalue............................... ¥ 33 ¥ 817 ¥ 850 $ 308 $ 7,636 $ 7,944
March 31, 2003
Millions of yen
Machinery  Equipment Total
AcQUISITION COSES « .\ vttt ¥ 38 ¥ 2,377 ¥ 2415
Accumulared depreciation .. ... .. oL 22 1,377 1,399
Netbookvalue........ ... ... .. ... . ... ¥ 16 ¥ 1,000 ¥ 1,016

Rental expenses, primarily for office space and equipment,
amounted to ¥4,514 million {$42,187 thousand), ¥3,783 mil-
lion and ¥5,059 mullion for the nine months ended December
31, 2003, and the years ended March 31, 2003 and 2002,
respectively.

Lease payments relating to finance leases accounted for as
operating leases included in the above figures totaled ¥320 mil-
lion ($2,991 thousand), ¥464 million and ¥525 million for the

Thousands of
Years ending December 31 Millions of yen U.S. dollars
2004 ... ¥ 369 $ 3,449
2005 and thereafter .......... 481 4,495

¥ 850 $§ 7,944

12. Securities

nine months ended December 31, 2003, and the years ended
March 31, 2003 and 2002, respectively, which are equal to the
depreciation expense of the leased assets computed by the
straight-line method over the respective lease terms. Future
minimum lease payments subsequent to December 31, 2003
for finance leases accounted for as operating leases are summa-
rized as follows:

Securities consisted of marketable securities and non-marketable securities classified as other securities. The acquisition costs, car-
rying value and unrealized gain (loss) on marketable securities at December 31, 2003 and March 31, 2003 are summarized by

type of security as follows:

1. Other securities with determinable market value

Millions of yen Thousands of U.S. dollars
Acquisition Carrying  Unrealized  Acquisition Carrying  Unrealized
December 31, 2003 cost value gain (loss) cost value gain (loss)
(1) Securities whose carrying value
exceeds their acquisition cost:
Stocks ... ¥ 4,367 ¥ 8,265 ¥ 3,898 $ 40,813 $ 77,243 $ 36,430
Bonds........... .. .. ... ... 0 0. 6,799 6,803 4 63,542 63,579 37
Subtotal ......... ... 11,166 15,068 3,902 104,355 140,822 36,467
(2) Securities whose carrying value
does not exceed their acquisition cost:
SEOCKS e 114 95 (19) 1,065 888 177)
Bonds.................. s 32,000 31,991 9) 299,066 298,981 (85)
Subtotal ... ... .. 32,114 32,086 (28) 300,131 299,869 (262)

Total .. .. ¥ 43,280

¥ 47,154 ¥ 3,874 $404,486  $440,691 $ 36,205
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Millions of yen

Acquisition Carrying  Unrealized
March 31, 2003 cost value gain (loss)
{1) Securities whose carrying value
exceeds their acquisition cost:
Stocks .. ¥ 2,846 ¥ 5,236 ¥ 2,390
Bonds.........coiiii 5,000 5,007 7
Other ... v 7,999 7,999 0
Subtotal ... .. . 15,845 18,242 2,397
(2) Securities whose carrying value
does not exceed their acquisition cost:
StOCKS v e 2,972 2,369 (603)
Bonds . ... 39,200 39,115 (85)
Other ... . 7,499 7,499 0)
Subtotal .. ... .. . 49,671 48,983 (688)
Total ... ¥ 65,516 ¥ 67,225 ¥ 1,709

2. Sales of securities classified as other securities

The sales and aggregate gain and loss on sales of securities classified as other securities for the nine months ended December 31,

2003 and the year ended March 31, 2003 are summarized as follows:

Thousands of
Millions of yen ~ U.S. dollars
Nine months Nine months
ended  Year ended ended
December 31,  March 31, December 31,
2003 2003 2003
Salesproceeds ..ol ¥ 5304 ¥ 4,535 $ 49,570
Galn 1,313 1,792 12,271
LO8s o e (26) (1,256) (243)

For the year ended March 31, 2002 there were no sales of securities classified as other securities.

3. Securities without determinable market value

Thousands of
Millions of yen U.S. dollars
December 31, March 31, December 31,
2003 2003 2003
Other securities:
Unlisted securities, except for those traded on the OTC matketand other ................ ¥ 583 ¥ 644 $ 5,449
4. The schedule for redemption of other securities with maturity dates is summarized as follows:
Millions of yen Thousands of U.S. dollars
Dueinone Dueafter oneyear  Dueinone Due after one year
December 31, 2003 yearor less  through five years  yearorless  through five years
Other securities with marurity dates:
Corporate bonds ... i ¥ 18,695 ¥ 8,100 $174,720 $ 75,701
Other .. 12,000 — 112,149 —
Total o e e ¥ 30,695 ¥ 8,100 $ 286,869 $ 75,701

Millions of yen

Dueinone Due after one year

March 31, 2003 year or less  through five years
Other securities with maturity dates:
Corporatebonds ......... .o ¥ 31,787 ¥ 12,336
Other ... D 15,498 —

Total ... S ¥ 47,285 ¥ 12,336




13. Derivatives

The Company utilizes derivative financial instruments such as
forward foreign exchange contracts, currency swaps and inter-
est-rate swaps for the purpose of hedging its market risk, but
does not enter into such transactions for specularive trading
purposes.

The Company is exposed to certain market risk arising from
the forward foreign exchange contracts and swap agreements
referred to above. The Company is also exposed to the risk of
a credit loss in the event of non-performance by its counter-
parties to these derivatives positions; however, the Company
does not anticipate non-performance by any of the counter-
parties, all of whom are financial institutions with high credit

(1) Currency-related transactions

ratings.

The Company enters into these derivatives transactions in
accordance with the policies and strategies established by
management. Routine operations involving derivatives trans-
actions are subject to strict oversight by management.

The contract amounts of the financial derivatives in the fol-
lowing tables are nominal amounts or notional principal
amounts and thus do not fully reflect the potential risk associ-
ated with these derivatives positions.

Summarized below are the notional amounts and the esti-
mated fair value of the open derivatives positions at December

31, 2003 and March 31, 2003:

December 31, 2003

Millions of yen Thousands of U.S. dollars

Notional
amounts

Unrealized
Fair value gain

Notional
amounts

Unrealized
Fair value gain

Forward foreign exchange contracts

Buy:
SWISS TTANGCS © vt e e e ¥ 14,008 ¥ 14,561 ¥ 554 $130,915 $136,084 $ 5,178
Sell:
BUrO . 945 922 23 8,832 8,617 215
Currency swaps:
Euro/yen ... ... 1,000 64 64 9,346 598 598
Total ... e ¥ 641 $ 5,991

Milliens of yen

March 31, 2003

Notional
amounts

Unrealized
Fair value gain

Forward foreign exchange contracts
Buy:
Swiss francs .. i e e
Currency swaps:
Eurofyen ... .. .. ... . . .

¥ 9,659 ¥ 9,674 ¥ 15

1,000 94 94

Total ..o

¥ 109

(2) Interest-related transactions

Millions of yen Thousands of U.S. dollars

Notional Unrealized Notional Unrealized
December 31, 2003 amounts  Fair value  gain (loss) amounts  Fair value  gain (loss)
Interest-rate swaps:
Receive/floating and pay/fixed .. .......... ... 0L ¥ 5000 ¥ (404) ¥ (404) $ 46,729 $ (3,776) $ (3,776)
Receive/fixed and pay/floating . .. .......... .. ... ... .. 5,000 415 415 46,729 3,879 3,879
Towal ... ¥ 11 $ 103
Millions of yen
Notional Unrealized
March 31, 2003 amounts  Fair value  gain (loss)
Interest-rate swaps:
Receive/floating and pay/fixed . ............ e ¥ 5000 ¥ (490) ¥  (490)

Receive/fixed and pay/floating .. ........... .. ... ... ..

6,000 605 605

Total

¥ 115
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QOverseas sales

As overseas sales constituted less than 10% of the consolidated
sales for nine months ended December 31, 2003 and the year
ended March 31, 2003, the disclosure of overseas sales infor-
mation has been omitted.

Effective the year ended March 31, 2003, the Company
changed its accounting for royalties. The effect of this change
was to decrease overseas sales by ¥364 million, which resulted
in overseas sales totaling ¥15,448 million, or 6.5% of consoli-
dated net sales, for the year ended March 31, 2003.

Overseas sales, which include export sales of the Company
and sales of its overseas consolidated subsidiaries (other than
sales to Japan), for the year ended March 31, 2002 are sum-
marized as follows:

14. Segment information

The Company and its consolidated subsidiaries are engaged
principally in the manufacture and sales of pharmaceurical
products in Japan and overseas.

Business segments

As net sales, operating income and total assets of the non-
pharmaceutical segments constituted less than 10% of the
consolidated totals for the nine months ended December 31,
2003, and the years ended March 31, 2003 and 2002, the dis-
closure of business segment information has been omitted.
Geographical segments

As net sales and total assets of the overseas consolidated sub-
sidiaries constituted less than 10% of the consolidated torals
for the nine months ended December 31, 2003, and the years
ended March 31, 2003 and 2002, the disclosure of geographi-
cal segment information has been omitted.

Millions of yen

North
Year ended March 31, 2002 America Europe Other Tortal
OVEISEaS SAlES + vt vttt et ¥ 15,38 ¥ 11,895 ¥ 1,831 ¥ 29,112
Consolidated netsales . . . ..ot i 211,705
Overseas sales as a percentage
of consolidated netsales . ... ... 7.3% 5.6% 0.9% 13.8%

15. Contingent liabilities
At December 31, 2003 and March 31, 2003, the Company was contingently liable as guarantor of loan obligations of ¥1,276

million ($11,925 thousand) and ¥1,457 million in the aggregate, respectively, for its employees.

16. Supplementary cash flow information
(1) Summary of assets and liabilities of companies excluded from consolidation due ro the spin-off of certain U.S. subsidiaries
The following is a summary of the transferred assets and liabilities which affected the consolidated statements of cash flow for the

year ended March 31, 2003:

Gen-Probe Holding Company Incorporated Gen-Probe Incorporated

(at December 31, 2001)

(at December 31, 2001)

Millions of yen

Millions of yen

CUITENE ASSEIS « v v e v et e e e e it e ¥ 1,085 CUITENT ASSEES v v v vt e et et e i e s ¥ 7,499
NON-CUITENTASSELS .+ v v v vt e e v e e een e eeen s 16,718 NON-CUITENT ASSELS v oo vt v et ettt e s 13,659
Totalassets . ....oviviiii i ¥ 17,803 Total assets .. ..o ¥ 21,158
Current liabilities ....... .. ... .o .. ¥ 0 Current liabilities .. ...... ... .. ¥ 3572
Total liabilities . ......... ... .. .o it ¥ 0 Non-current liabilities . . .................... 2,305

Toral liabilities .. ....... .. .. ... .. ... ... ¥ 5877




(2) Significant non-cash transactions
(a) Convertible bonds and warrants

Thousands of
Millions of yen U.S. dollars
Nine months Nine months
ended ended
December 31, Years ended March 31  December 31,
2003 2003 2002 2003
Decrease in convertible bonds resulting from conversion .................... ¥ 43 ¥ 51,261 ¥ 82 $ 402
Decrease in bonds with warrants resufting from exercise . . ................... — 37,571 — —
(b) Acquisition of assets and liabilities from Nippon Roche
effective October 1, 2002, the date of the merger
The following is a summary of the acquired assets and liabili-
ties which affected the consolidated statements of cash flow
for the year ended March 31, 2003:
At October 1, 2002 Millions of yen
CUITENT ASSETS + e v o v vt e s e et esenns ¥ 61,158
NON-CUITENT @SSELS v\ v v vt e e i v in e 19,714
Totalassets . ... oo ¥ 80,872
Current liabilities ... ... .. ¥ 7,890
Non-current liabilities ... ................... 52,729
Total liabilities ........................... ¥ 60,619 49
Additional paid-in capital ..... ... 00 0L ¥ 8,800

17. Related party transactions
The Company is substantively a 50.5%-owned consolidated subsidiary of Roche Pharmholding B.V. (the parent company). The
parent company is indirectly owned by Roche Holding Ltd. (Roche Holding). The Company principally purchases raw materials
from F. Hoffmann-La Roche Ltd. (Roche), a consolidated subsidiary of Roche Holding.

Significant balances at December 31, 2003 and March 31, 2003 and transactions for the nine months ended December 31,
2003 and the year ended March 31, 2003 with related parties are summarized as follows:

Thousands of Thousands of
Millions of yen U.S. dollars Millions of yen U.S. dollars
ine months Nine months
Decemgzrozl, Mar;}(l)g; ’ Decemgf)roil, Nine :r?dted Year ended ended
December 31, March 31,  December 31,
Balances: 2003 2003 2003
The parent company: Transactions:
Bonds The parent company:
with warrants ... ¥ 6,312 ¥ 6312 $ 58,991 Interest expense
Other payables ... 14 28 131 onbonds ...... ¥ 43 ¥ 28 $ 402
Roche: Roche:
Trade payables ... 10,827 9,174 101,187 Purchases of

raw materials ... 35,523 21,623 331,991
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18. Amounts per share
Basic net income per share is computed based on the net income available for distribution to shareholders of common stock and
the weighted average number of shares of common stock outstanding during each year, and diluted net income per share is com-
puted based on the net income available for distribution to the shareholders and the weighted average number of shares of com-
mon stock outstanding each year after giving effect to the dilutive potential of common shares of common stock to be issued
upon the conversion of convertible bonds, exercise of warrants and stock option.

Diluted net loss per share for the year ended March 31, 2003 has not been presented because the effect of the conversion of the
convertible bonds would have had an anti-dilutive effect on the compuration of net loss per share.

Net assets per share are based on the number of shares of common stock outstanding at each balance sheet date.

Yen U.S. dollars

Nine months Nine months
ended ended
December 31, Years ended March 31 December 31,
2003 2003 2002 2003

Net income (loss): .
Basic . o e ¥ 51.73 ¥ (51.75) ¥ 5793 $ 0.48
Diluted . . oo 50.94 — 49.09 0.48

Yen U.S. dollars

December 31,  March 31, December 31,
2003 2003 2003

N T aSSBES .+ v ot ettt e e e e e ¥ 54296 ¥ 503.41 $ 5.07

The dilutive potential of 9,256,440 shares of common stock from the 1.05% unsecured convertible bonds due 2008 and the warrants
issued with the 0.8969% unsecured bonds due 2008 has been included in the computation of the weighted average number of shares of
common stock outstanding.

In addition, non-dilutive potential of 231,000 shares of common stock to be issued under the Company’s stock option plans, which
has not been included in the computation of the weighted average number of shares of common stock outstanding, also remained out-
standing at December 31, 2003. The stock option plan entitle the directors and certain key employees of the Company and its sub-
sidiaries to exercise warrants which were approved art a general meeting of the shareholders held on June 23, 2003 in accordance with
Articles 280-20 and 280-21 of the Commercial Code. Under the plan, 231,000 shares of common stock are issuable at an exercise price
of ¥1,454 ($13.59) per share as of December 31, 2003.

19. Subsequent event Thousands of
The following appropriations of retained earnings, which have Millions of yen U.S. dollars
not been reflected ir? the accompanying consolidated financial Cash dividends . . .. ... .. ¥ 7.102 S 66374
statements for the nine months ended December 31, 2003, Bonuses to directors and

were approved at a general meeting of the shareholders of the corporate auditors .. ... ... .. 90 841

Company held on March 25, 2004:




Independent Auditors’ Report

i” SHIN NIHON & CO- & Certified Public Accountants @ Phone:03 3503-1191

Hibiya Kokusai Bldg, . :
A MEMBER OF ERNST & YOUNG GLOBAL 2_;_‘;’%?:::?“%3?}10 Fax: 03 3503-1277

Chiyoda-ku, Tokyo 100-0011
C.P.O. Box 1196, Tokyo 100-8641

Report of Independent Auditors

The Board of Directors
Chugai Pharmaceutical Co., Ltd.

We have audited the accompanying consolidated balance sheets of Chugai Pharmaceutical
Co., Ltd. and consolidated subsidiaries as of December 31, 2003 and March 31, 2003 and
the related consolidated statements of operations, shareholders’ equity, and cash flows for
the nine months ended December 31, 2003 and each of the two years in the period ended
March 31, 2003, all expressed in yen. These financial statements are the responsibility of
the Company's management. Our responsibility is to independently express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards, procedures and practices
generally accepted and applied in Japan. Those standards, procedures and practices
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of materjal misstatement.  An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Chugai Pharmaceutical Co., Ltd. and
consolidated subsidiaries at December 31, 2003 and March 31, 2003, and the consolidated
results of their operations and their cash flows for the nine months ended December 31,
2003 and each of the two years in the period ended March 31, 2003 in conformity with
accounting principles and practices generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the nine months ended December 31, 2003 are presented solely for convenience.
Our audit also included the translation of yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made on the basis described in Note 3 to the consolidated

financial statements.
N [y
3 Cﬂ .

March 25, 2004

See Note 1 to the consolidated financial statements which explains the basis of preparation
of the consolidated financial statements of Chugai Pharmaceutical Co., Ltd. and
consolidated subsidiaries under Japanese accounting principles and practices.
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Head office

1-9, Kyobashi 2-chome

Chuo-ku, Tokyo 104-8301, Japan
Telephone: +81-(0) 3-3281-6611

Facsimile: +81-(0) 3-3281-2828

URL: http://www.chugai-pharm.co.jp/english

Branches

Sapporo, Sendai, Tokyo 1, Tokyo 2,
Yokohama, Kanshinetsu, Nagoya, Osaka,
Kyoro, Kobe, Takamatsu, Hiroshima,
Fukuoka

Plants
Ukima (Tokyo), Kagamiishi (Fukushima),
Fujieda (Shizuoka), Utsunomiya (Tochigi),

Kamakura (Kanagawa)

Research laboratories
Fuji Gotemba (Shizuoka), Tsukuba (Ibaraki),
Kamakura (Kanagawa), Ukima (Tokyo)

Domestic subsidiaries

Eiko Kasei Co., Ltd.

Chugat Research Institute

Sfor Medical Science, Inc.

Chugai Business Support Co., Ltd.
Medical Culture Inc.

Chugai Distribution Co., Ltd.

Chugai Techno Business Co., Ltd.
Tohoku Chugai Pharmaceutical Co., Ltd.

Overseas representative offices

Beijing Representative Office

1610 Beijing Fortune Bldg.

No. 5 Dong San Huan Bei Lu
Chao Yang District

Beijing 100004, China
Telephone: +86-(0) 10-6590-8061

Shanghai Representative Office
Unit 1209B, Lansheng Building
NO.2-8, Huaihai Road Centre
Shanghai 200021 China
Telephone: +86-21-6319-1881

Guangzhou Representative Office
Unit 2508, Yian Plaza

No. 33 Jian She 6th Road
Guangzhou 510060, China
Telephone: +86-(0) 20-8363-4399

Overseas subsidiaries and affiliate

Chugai Pharma Europe Ltd,

Mulliner House, Flanders Road

Turnham Green, London W4 1NN, U.K.
Telephone: +44-(0) 20-8987-5600

Chugai Pharma Marketing Ltd.

Mulliner House, Flanders Road

Turnham Green, London W4 1NN, U.K.
Telephone: +44-(0) 20-8987-5656

Chugai Pharma UK. Ltd.

Mulliner House, Flanders Road

Turnham Green, London W4 INN, U.K.
Telephone: +44-(0) 20-8987-5680

Chugai Pharma Marketing Ltd.
Germany Branch

Lyoner Strasse 15, Atricom 7 OG
60528 Frankfurt am Main, Germany
Telephone: +49-(0) 69-663000-0

Chugai Pharma France S.A.S.

Tour Franklin, La Defence 8

92042 Paris La Defence cedex, France
Telephone: +33-(0) 1-56-37-05-20

Chugai - Aventis S.N.C.

20 Avenue Raymond Aron

92165 Antony Cedex, France
Telephone: +33-(0) 1-55-71-60-89

Chugai U.S.A., Inc.

6225 Nancy Ridge Drive

San Diego, CA 92121, US.A.
Telephone: +1-858-535-5901




Chugai US.A., Inc.

Aew York Office

<44 Madison Avenue

Lew York, NY 10022, US.A.
Telephone: +1-212-486-7780

Chugai Pharma U.S.A., LLC
6225 Nancy Ridge Drive

San Diego, CA 92121, US.A.
Telephone: +1-858-535-5900

Chugai’s global network
—— Chugai Pharma Europe Ltd.
(London, U.K.)

— Chugai Pharma Marketing Ltd.
(London, U.K))

+—— Chugai Pharma U.K. Ltd.
(London, U.K))

Germany Branch
(Frankfurr, Germany)

——— Chugai Pharma France S.A.S.
(Paris, France)

L——— Chugai - Aventis S.N.C.
{Antony, France)

‘— Chugai Pharma Marketing Ltd.

Shanghai Chugai Pharma Co., Ltd.
Unit 1209A, Lansheng Building
NO.2-8, Huaihai Road Centre
Shanghai 200021 China
Telephone: +86-21-6319-1882

Chugai Pharma Taiwan Ltd.

4F, No. 180, Sec. 2, Min-Sheng E. Road
Taipei, Republic of China

Telephone: +886-(0) 2-2506-6699

(Beijing, China)

— C&C Research Laboratories
(Kyunggi, Republic of Korea)

L Chugai Pharma Taiwan Lid.
(Taipei, Republic of China)

(Shanghai, China)

L— Shanghai Representative Office
(Shanghai, China)

(Guangzhou, China)

(Singapore

Beijing Representative Office

C&C Research Laboratories®
146-141, Annyung-ri, Taean-up
Hwasung-si, Kyunggi-do
445-970 Republic of Korea
Telephone: +82-(0) 31-2306-542

* Affiliate

— Chugai US.A., Inc.
(San Diego, U.S.A)

t— Chugai Pharma U.S.A,, LLC
(San Diego, U.S.A)

<y New York Office
) f'.\f:\(vl\jew York, U.S.A.)

o Overseas Subsidiaries N

0 Branches/Office “\
8 Overseas Representative Offices

OR&D Partner

— Shanghai Chugai Pharma Co., Ltd.

Guangzhou Representative Office

PharmaLogica]s Research Pte. Ltd.

/Chugai US.A, Inc.
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Corporate Data

Chugai Pharmaceutical Co., Ltd.

Year of Foundation: 1925
Stated Capital: ¥ 68,237,416,055
Number of Shares Issued of

Common Stock: 550,691,219
Number of Shareholders: 23,063
Stock Listing: Tokyo
Fiscal Year-End: December 31*

General Meeting of Shareholders: March
Stock Transfer Agent:
Newspaper for Public Notices:

UFJ Trust Bank Limited
Nihon Keizai Shimbun

*Fiscal year-end has been changed to December 31 since the fiscal year started

April 1, 2003.

(As of December 31, 2003)

For further information, please contact:
Investor Relations

Tel: +81-(0)3-3273-0554

Fax: +81-(0)3-3281-6607

E-mail: ir@chugai-pharm.co.jp

URL:  hup://www.chugai-pharm.co.jp/english

Share Performance of Chugai

Major Shareholders (Top10)

Name Number of DPercentage of
Shares Held Ownership Voting
{Thousands) (%)
Roche Pharmholding B.V. 275,802 50.52
Street Bank And Trust Company 25,553 4.68
The Master Trust Bank of Japan, Ltd.,

Trust account 22,870 4.19
The Chase Manhattan Bank, N.A., London 18,644 3.42
Japan Trustee Services Bank, Ltd. trust account 16,498 3.02
The Chase Manhartan Bank, N.A.,

London, Secs Lending Omnibus Account 15,887 2.91
J.P. Morgan Trust Bank, Ltd. tax-free account 9,080 1.66
The Nichido Fire and Marine Insurance Co., Led. 5,767 1.06
Investors Bank and Trust Company (west)-Treaty 5,193 0.95
JPM Chase Oppenheimer Funds JASDEC A/C 3,917 0.72

4,376,622 shares of treasury stock held by the Company are not included in

the above breakdown of major sharcholders.

Stock Price Information

Stock Price
High Low

From April 1, 2003 to December 31, 2003
Second Quarter ¥ 1,454 ¥ 1,152
Third Quarter 1,509 1,212
Fourth Quarter 1,635 1,407
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Chugai U.S.A., Inc.

Chugai Pharma U.S.A., LLC

Chugai U.S.A., Inc. New York Office

Chugai Pharma Europe Lid.

Chugai Pharma Marketing Ltd.

Chugai Pharma U.K. Led.

Chugai Pharma Franée\S.A.S.

Chugai - Aventis SN.C.

PRGN S

Chugai Pharma Marketing Ltd. Germany Branch

! 1-9. Kyobashi 2-Chome, Chuo-ku Tokyo, 104-8301 Japan

q‘-'> CHUGA‘ PHARMACEUT|CAL CO’ LTD Tel: +81-(0)3-3273-0654 Fax: +81-(0)3-3281-6607
A member of the Roche group L



